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ONTARIO TRADE REVIEW beat 
(cont inued) 


Mr. Chairman: Before we hear our witnesses this morning, 
pethaps I can indicate that, as you all are aware, the Macdonald 
commission report is going to be released today. This afternoon we 
will have some copies of it; I hope at least one for each caucus. 
They are $645 each. I guess after we take a look at it we may or 
may not decide to get one for everybody. 


Mr. Taylor: Or a chapter for each member. 
Mr. Chairman: A chapter for each member. All right. 
ONTARIO BREWERS 


Mr. Chairman: This morning, at our invitation, we have a 
lot of representatives of the brewing industry. I hope I can 
recognize everyone. 


First of all, I understand the gentleman who will be 
representing the brewing industry in the initial presentation is 
Norman Seagram, president of Molson Ontario Breweries Ltd. We also 
have Sandy Morrison, president of the Brewers Association of 
Canada, and J. R. A. Brickman, of the Brick Brewing Co. Ltd., 
whose products are in my refrigerator. 


Mr. Elgie: Let the record show. 


Mr. Chairman: Mr. Twiner is here from Carling O'Keefe 
Breweries Ontario Ltd. There is another gentleman, whom I have 
just met and lost track of. First of all, the gentleman who 
introduced me to everyone-- 


Mr. Hay: John Hay, Carling O'Keefe. 
Mr. Harrington: Phil Harrington, Labatt's. 


Mr. Chairman: The brewers' presentation will include a 
Slide presentation. They also have a brief, which they have asked 
to have distributed after the slide presentation so our attention 
will not be diverted. 


Mr. Seagram, would you like to take over? 


Mr. Seagram: Mr. Chairman and members of the select 
committee, good morning. My name is Norman Seagram and I am the 
president of Molson Ontario Breweries Ltd. It is a pleasure for 
me, on behalf of the brewers of Ontario, to appear before this 
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committee to provide a brewing industry perspective on the vital 
issue of bilateral free trade, especially as it would affect the 
brewery operations in Ontario. 


I ask that you allow us to complete our presentation before 
asking your questions. I am sure some of them will be answered 
during the course of our presentation. 


Ontario is now served by eight brewing companies of 
differing scales of operations. One has been active in Canada for 
almost 20() years; another has been in operation for about a month. 
For the information of the committee, the brewers of Ontario are: 


Amstel Brewery Canada Ltd., Hamilton; the Brick Brewing Co., 
Waterloo; Carling O'Keefe Breweries of Canada Ltd., Toronto; 
Labatt Brewing Co. Ltd., London; Molson Ontario Breweries Ltd., 
Toronto; Northern Breweries Ltd., Sault Ste. Marie; Upper Canada 
Brewing Co., Toronto; and Wellington County Brewery Ltd., Guelph. 


You have met the members of our party. Just to repeat: Phil 
Harrington, from Labatt's; Jim Brickman, of the Brick Brewing Co.; 
Don Twiner, of Carling O'Keefe; Sandy Morrison, of the Brewers 
Association of Canada. 


I should point out that the Amstel Brewery, a wholly owned 
subsidiary of the Heineken organization of Holland, which trades 
worldwide, does not have the same views on free trade as the rest 
of the Ontario industry, but Amstel has invested in Ontario, and 
as an Ontario-based brewer, enjoys the same distribution, retail 
facilities and systems as the other Ontario brewers. 


This morning we propose to review for you the national 
situation. Following that, we will have a closer look at Ontario. 
I now defer to Sandy Morrison, president of the Brewers 
Association of Canada. 


Mr. Morrison: The issue of free trade in beer is not new 
on the national scene, but in the last several years, with US 
brewers facing increasing concentration of ownership and market 
share in the United States, and the levelling off of absolute 
consumption of beer, pressure from specific US brewers for greater 
access to the Canadian market has mounted. Leading the drive are 
the G. Heileman Brewing Co. and the Stroh Brewing Co., who on a 
combined basis represent about 23 per cent of the US domestic 
market. 


Their complaints centre on higher Canadian import duties, 
the different provincial markups for provincially brewed product 
verus imported beers, the lack of access to the Brewers' 
Warehousing distribution system here in Ontario, and the 
restrictive listing practices of provincial liquor commissions. 


At this point, I would like to comment as well that the 
Canadian industry is not without a strong defence to these 
allegations. 


For example, differential provincial markups for beer 
delivered from outside a province, from other provinces within 
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Canada or from the United States or other foreign countries, 

| reflect the fact that the provincial liquor commissions must bear 
the cost of warehousing, delivery, and in jurisdictions such as 

| Ontario, the wholesale and retail distribution of the 
out-of-province or foreign products. These costs are borne by the 
provincial brewing industries operating within the province. The 
differential markup is a reflection of cost differentials. 





The Brewers Association of Canada has recently written to 

| each provincial liquor commission requesting its co-operation in 
completing a questionnaire that would assist Canadian breweries in 
| mounting a counter attack against what we believe are 
unsubstantiated allegations of discrimination that are being 

_ advanced by these US brewers. 


The Canadian industry anticipates the filing of a formal 
trade complaint by the US brewers to the US trade office in the 
near future. Such action, which would probably be initiated by 
Stroh or Heileman, would initiate a formal investigation by the 
Office of the United States Trade Representative and pave the way 
for the application of countervail duty or other retaliatory 
action against Canadian beer exports to the United States. 





As a bilateral agenda issue between our two governments, 
Canada-United States trade moved up rapidly to head the list of 
priorities between our two countries with, first, the tabling in 
February 1985 of the discussion paper entitled How to Secure and 
Enhance Canadian Access to Export Markets, by Canada's Minister of 
State for International Trade, the Honourable James Kelleher, and 
second, the agreement of Prime Minister Mulroney and President 
Reagan'at what has been referred to as the Shamrock summit in 
Quebec City for a special priority study of bilateral trade. 


A further push towards bilateral free trade is anticipated 
today with the release of the Macdonald royal commission report on 
the Canadian economy. 


The Canadian brewing industry, in the interim, has not been 
idle. We have launched initiatives to correct what we maintain are 
the erroneous impressions of unequal access to our respective 
markets. The industry has prepared a response to the federal 
discussion paper that documents the impact that an entry into a 
continental North American free trade market in beer in an 
undisciplined or quick way would have on Canadian industry. 


We communicated the concern of the industry to all federal 
members of Parliament and a number of members of the provincial 
Legislature who have brewing interests in their constituencies. We 
have met federal and provincial government officials to reinforce 
Our concerns and respond to specific questions, we have appeared 
before the special joint committee of the Senate and the House of 
Commons that considered the issue of free trade with the United 
States, and we are pleased to have the opportunity to meet with 
you today. 


A summary of the industry position on a national basis is 
that free trade must be fair trade, otherwise it does not make a 
lot of sense. Any new initiatives with the United States should 
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ensure that the economic benefits are balanced for both Canadian 
and US industries. Our views are detailed in the report given to 
Mr. Kelleher in May of this year, which many members of this 
committee may well have received from our industry members. We 
have additional copies available which we will leave with the 
clerk of the committee. 


I would like to spend a few moments reviewing the principal 
issues identified in our brief to the federal government through 
an overview presentation we gave federal officials charged with 
the responsibility of consulting with Canadian business and 
industry during the last summer and who are now preparing a report 
for federal cabinet consideration later this month. 


The history indicates that the industry has traditionally 
kept a low profile and attempted to be responsive to policy 
directives of both federal and provincial governments. These 
policy directives have originated in large part with the 
provinces, who have authority over the sale and distribution of 
our product. I will show the slides now. 


Provincial policies have, by and large, dictated that 
Canadian breweries wishing to market their products in a given 
province must operate a brewery in that province. This has been 
accomplished through a range of policies and practices of a formal 
and informal nature covering liquor board listing practices, 
markups and distribution controls. 


As a result, the brewing industry in Canada has evolved as a 
group of smaller-capacity regional operations. This contrasts with 
the development of the industry in the United States, which has 
occurred on a national scale, utilizing high-capacity plants 
serving wide geographic areas. 


Today there are 39 conventional brewing operations in 
Canada. We define as conventional breweries with annual volumes in 
excess of 50,000 hectolitres. There is also a growing trend 
towards microbreweries, or brew pubs, in many parts of Canada. 
Nine of Canada's 10 provinces have at least two brewing companies 
in operation, and Prince Edward Island, the 10th province, is 
expected to have a new brewery in production in December 19385. 


US breweries, on the other hand, tend to be concentrated in 
the higher-density-population regions and are located in only 26 
of the 48 mainland states. There are no constraints on the 
shipment and distribution of beer on an interstate basis. By way 
of example, the fifth-largest US brewery, Coors, produces in 
excess of 15 million hectolitres, or the equivalent of 75 per cent 
of the total Canadian beer market, from a single vertically 
integrated plant in Golden, Colorado, which serves the entire US 
market. 


LO 220 sans 


Canadian breweries are currently operating at 83 per cent of 
total capacity, which, given the seasonal considerations and 
regulatory constraints, is a reasonable capacity position. This 
provides reserve brewing capacity of approximately 4.5 million 
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| hectolitres. The US industry, on the other hand, as this graph 

_ shows, has a surplus capacity of 75 million hectolitres, enough to 
service the Canadian market three and a half times over, and it is 
operating at less than /5 per cent of its total production 
capability. 


One US brewer has a brand-new, state-of-the-art, high- 
capacity plant capable of producing 10 million hectolitres 
annually, mothballed at Trenton, Ohio, directly south of the 
Ontario market. Morever, the US surplus beer capacity, as shown on 
the right of the graph, is concentrated in the north adjacent to 
the US-Canadian border. 





) This installed surplus brewing capacity, coupled with 
Significantly lower direct production costs, poses a serious 
threat to Canada in the current environment. This substantial idle 
capacity gives US brewers the opportunity to dump beer in Canada 
on an incremental cost basis substantially below our own direct 
manufacturing costs. Notwithstanding the complaints of some US 
brewers--a minority, I might add--American brewers have excellent 
access to the Canadian market. 


US brewers, through a combination of direct exports and 
licensing arrangements, have already acquired 15 per cent of the 
domestic Canadian market. It should be recognized that the 
American companies, for whom the licensed brands have been 
acquired by Canadian companies, represent in excess of 60 per cent 
of US brewing production. 


Canadian brewers, on the other hand, have carved out a small. 
niche in the US market in the narrow premium-price export 
category. While Canada is second only to the Netherlands in export 
sales of beer to the United States, our share of total market is 
restricted to the premium-price sector, which in total represents 
only three to four per cent of US beer sales. Morever, this 
mini-market is highly competitive with, at last count, some 250 
brands vying for a share of that three to four per cent volume. 


Canada is performing well in the market but it is a small 
market. Due to the US brewers' substantial production economies, 
Canada is not able to compete in the high-volume mainstream and 
low-price US beer markets. 


The relationship of Canada's export market share to overall 
production volume is highlighted in this graph, which shows the 
increasing share represented by our US market participation. While 
Canadian exports in 1984 represented approximately 1.2 per cent of 
the US market, our exports in total represented 10 per cent of 
annual production volume, about half of which consists of sales to 
the United States. Individual members' dependence on the US market 
varies significantly and therefore Canadian companies, in 
differing degrees, must be sensitive to US retaliatory action. 


The next two graphs are intended to show the relative size 
of the Canadian versus the US beer industry and the increasing 
concentration of ownership of the respective industries. Twenty 
years ago the top six US brewers controlled less than 43 per cent 
of the domestic US market. In 1984, the top six controlled close 
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to 94 per cent. The largest US brewer, with 36 per cent of the 
domestic market or /0 million hectolitres of production, is 
roughly 10 times the size of Canada's largest brewery. 


On a consolidated North American market basis, Canada s top 
three brewers, as this chart shows, represent a ranking of 
seventh, eighth and ninth. More significantly, their total 
production represents just 10 per cent of the combined volume of 
the top 10 in North America. Canada's largest brewer has only a 
three per cent market share based on a North American market 
position. Overall, we are clearly dominated in a continental sense 
by the large US brewers. 


In both Canada and the United States, the beer market has 
levelled off. Increased sales by one brewer can be achieved only 
at the expense of another. The superior economies of scale enjoyed 
by the American industry could ultimately diminish the share of a 
North American market now held by Canadian companies and threaten 
the maintenance of an independently Canadian-owned brewing 
industry. 


In this discussion we have referred frequently to the cost 
advantages enjoyed by United States brewers. In the brief there is 
a table, for which we do not have a slide, that shows a few major 
differences in cost structure between the two industries, which I 
will go over. 


We have mentioned the economies of scale and the larger 
United States plants. On average, US breweries are four times the 
size of Canadian plants. There are 12 US plants producing more 
beer than the entire Canadian production of any single Canadian 
company. The average Canadian plant size is about 600,000 
hectolitres; the US average is in excess of two million. 


Individual employee productivity, as measured by output, is 
only about one third that of the United States worker. This is a 
result of our smaller facilities and the utilization in Canada of 
returnable glass bottles as the dominant packaging vehicle. The 
structure of the US industry has encouraged the widespread use of 
aluminium cans, which is 65 per cent of its total package sales. 
In Canada, canned beer had about a six per cent share of the total 
package market in 1984. 


The average Canadian worker produces about 2,800 
hectolitres per year; the American equivalent produces 7,700 
hectolitres per man. Wage costs in Canada, which obviously flow 
from those figures, are virtually double that of the United States 
per unit of production. Even when exchange rates are taken into 
consideration, per hectolitre of production, our costs in Canada 
ares $9) 6l:niinutheiUindtedmStatess tues: 54589). 


As a result of federal legislation, we have a number of 
other costs imposed on us. A significant one concerns the largest 
single material component in beer production, malting barley. 
Brewers must buy their barley from the Canadian Wheat Board. They 
pay a premium for it, which works out in Canada to $5.51 per 
hectolitre. American brewers buying the same product from Canada 
ean. purchase: 1 ifort $27.72 Wat hectoimitre. 
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Yet in Canada the brewing industry is a major economic 
Sonera pDucor.. On anationalmbasis, Ait) contributed -$§7 .6-billion:-to 
our economy, $2.8 billion in tax revenues to federal and 
provincial governments. This graph gives you an indication of the 
regional contribution to all parts of Canada and the total tax 
contribution generated by the industry. You can see Ontario is 
dominant. The gross provincial product contribution of the brewing 
industry is close to $3 billion. Taxes paid to the province are 
close to $600 million. 


In the job category, brewing employment is attractive. On a 
national level, the industry generates an estimated 182,000 jobs 
in the economy, 80,000 in direct and indirect brewing employment. 
This value is not frequently acknowledged. This graph shows 
clearly we are close to §30,000 a year in average salary, well 
over the average manufacturing and overall national average 
employee wage. 


1923008 .m% 


Finally, there is a brief note to the Canadian consumers who 
have born the burden of the increasing tax liabilities of drinking 
our product. In dollars per hectolitre, it may well be expected 
that in a free trade environment broader consumer attention could 
be focused on a different taxation system, particularly when it is 
compared with the United States. 


US taxes on beer are 66 per cent lower than Canadian ones. 
In Canada we pay on average $29 per hectolitre in federal taxes; 
in the United States it is $13.40. On the state or provincial 
level, again on average, in Canada we pay $50 a hectolitre; it is 
less than $17 a hectolitre in the United States. So approximately 
50 cents of every beer dollar goes for taxes in Canada and about 
17 cents in taxes goes ’on the American beer dollar. 


The differential on the two tax regimes, and this is both 
state and federal or federal and provincial taxes, represents 
roughly 17 cents per bottle of beer or $4 per case of 24. That is 
a differential that, if you add it all up on our total Canadian 
sales, represents more than $l billion tax dollars on Canadian 
domestic sales. 


Summarizing the balance of benefits available to Canadian 
and US brewers from a free trade environment on beer, we think 
that virtually every category favours US brewers and penalizes 
Canadian brewers. 


The American beer industry already enjoys significant access 
to the Canadian mainstream market, particularly with licensed 
brands representing 14 per cent of the market. The Canadian beer 
industry has‘more limited access, about 1.2 per cent of the 
American market, with products being confined to the import sector 
of the US market due to our higher cost structure. Therefore, our 
products are no threat to the mainstream domestic market with 
imports representing only about 3.5 per cent of their total 
domestic sales. 
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With regard to distribution, notwithstanding the complaints 
of our US colleagues, we think it favours American brewers. They 
already have widespread national distribution under licensing 
arrangements in Canada. American imports enjoy automatic 
province-wide distribution in virtually every province through 
retailing outlets of the various liquor boards. On the other hand, 
when Canadians export to the United States, they do not have that 
distribution advantage. They have to go through private systems 
that are difficult to access and do not offer that widespread 
geographic distribution. 


On structure, the American industry is a national industry 
built on a world-scale class and affords the Americans great 
economies of scale. The Canadian industry is a regional industry 
with small provincial breweries, not dictated by the brewing 
industry but dictated by provincial policies that require the 
breweries to maintain and operate on a restricted provincial basis. 


As to the tradeoffs for Canada, free trade would cause a 
massive disruption of the economic and fiscal impact of the 
brewing industry. In order to compete, the industry would have to 
restructure to accommodate the new American-style market. On a 
mathematical basis, this could result in a 63 per cent reduction 
in employment levels and closure of up to 75 per cent of the 
current complement of plants, assuming that Canadian brewers could 
maintain their current share of the North American market--a 
somewhat questionable assumption, given the heavy tilt in favour 
of US brewers. 


For the US, free trade would benefit only a minority of the 
American brewing interests, specifically 22 per cent of the 
industry. Free trade would have an insignificant effect on the 
participating companies. As one brewer in the United States has 
stated, their overall capacity might improve by only two per cent. 
Recognizing that they have less than 75 per cent capacity utilized 
now, that does not substantially aid their problems. | 


In conclusion, for Canada, going back to our opening theme, 
free trade in beer would not be fair trade. There is no upside 
potential benefit for the Canadian industry evident from free . 
trade in beer with the United States. Entry into free trade would 
result in major economic disruption across Canada affecting all 
regions. This disruption would occur as a result of extensive 
plant closures, massive job losses, estimated at two thirds of 
current brewing employment, and a reduction in tax revenues to 
both federal and provincial governments. There would be no 
offsetting replacement employment activity from US brewers who 
would clearly use existing surplus capacity located in the United 
States to service any gains in the Canadian market. 

On this basis, we have argued in our submissions to the 
federal government that free trade in beer is neither an 
een ee feasible nor a politically acceptable policy for 
Canada. 


That is the national’ review. I would like now to’ turhneit 
back to Mr. Seagram. 





| 
| 





E-9 


Mr. Seagram: The overview of the impact free trade would 
have -on the national brewing industry parallels the concerns of 
our members in Ontario. The submission of the Brewers’ Association 
of Canada and the hearings of the special joint committee of the 
Senate and House of Commons which looked into the bilateral trade 
issue this summer recognized that in the brewing industry Canada 
does not have free trade within Canada. This fact has prevented 
the industry from attaining the economies of scale enjoyed by US 
brewers, who are unfettered by the requirement to produce beer on 
a state-by-state basis. 


Due to the size of its population, some suggestions have 
been made that Ontario will be the principal beneficiary of any 
agreement that led to free trade in beer. This is based on the 
assumption that the restructuring of the Canadian industry would 
tend to favour the location of new high capacity plants in central 
Canada to service the broader markets that would be opened by such 
a free trade environment. But there are offsetting factors that 
must be assessed. 


Ontario, which represents 36 per cent of the total Canadian 
beer market and is readily accessible from the United States, 
would be the primary target for US brewers wishing to expand their 
Canadian trade. It is a market that is already saturated by 
American television spillover advertising. It has proven to be 
Open to American brand introductions and is the market where US 
licensed branded products have enjoyed their greatest penetration. 


The Ontario market is so located that it would permit major 


US brewers with surplus production capacity to flood the 


provincial market with great ease and with incrementally costed 
products. There are plants in the United States immediately 
adjacent to the Ontario border, which you have seen on the slides, 
that are either mothballed or operating at low levels of capacity. 
These are high-volume facilities. Some are state of the art in so 
far as modern technology is concerned. Their ability to produce 
beer priced on a fully distributed basis below Canadian direct 
costs of production poses an evident major threat to the very 
survival of the brewers in Ontario. 


In any event, replacement production facilities erected by 
the Canadian brewing industry would have to be highly automated. 
Following the American model, such new plants would be based on 
the use of non-reusable containers, which permit more-efficient 
distribution over a wide geographic area and require substantially 
teduced labour forces. It could well prove attractive for these 
facilities to be located outside Ontario in other lower cost areas 
of Canada, perhaps even in the United States, since in a free 
trade environment there would be no barriers to where the product 
was manufactured. 


At this point, I might say a few words about beer 
distribution in Ontario. We distribute our product through an 
Ontario brewers' co-operative established at the behest of the 
Ontario government in 1927. It is privately financed by Ontario 
brewers. It is recognized within Canada and internationally as one 
of the most, if not the most, efficient and economical systems 
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Operating in any jurisdiction. It provides convenient access to 
our products on a common price basis from major metropolitan 
centres to remote and scattered world populations. 


Under the management of the Brewers' Warehousing Co. Ltd., 
licensees and individual consumers enjoy the benefits of a 
low-cost distribution and retail system that maintains high levels 
of service and ensures the proper handling and control of the 
product. The distribution system is a privately owned system, not 
unlike the independent distribution systems that service the bulk 
of the beer <cielivery operations in the United States. 


10:40 a.m. 


Out-of-province brewers wishing to sell their products in 
Ontario have access to the distribution system of the Liquor 
Control Board of Ontario. When products are listed, beers from out 
of province enjoy distribution throughout the province at 
approximately 750 LCBO outlets as compared to some 450 stores 
Operated by the Brewers’ Warehousing Co. 


Brewers’ Warehousing operates only for and on behalf of 
Ontario-based brewers. Like other out-of-province Canadian 
brewers, US brewers have province-wide access to the Ontario 
market through the LCBO distribution system, subject to standard 
commercial listing criteria. In the alternative, US brewers have 
the option, exercised by the Amstel-Heineken group, to make an 
investment in Ontario, establish brewing operations and thus 
qualify for distribution through the Brewers’ Warehousing system. 


Our industry, we sincerely feel, has been a good citizen. It 
participates actively in community sports, civic and charitable 
activities, and at the national level it plays a major role in the 
support of amateur and professional sports throughout Canada. 
During the last 10 years the brewing industry in Ontario has 
increased its employment from 21,300 to 25,700, while overall 
employment, both direct and indirect, has increased from just 
under 47,000 jobs to close to 62,000 in 1984. — 


The average brewery worker's earnings in Ontario have 
increased from just over $14,000 in 1974 to $35,500 in 1984. Total 
taxes paid by the Ontario industry have increased almost four 
times during that 10-year period, from $331 million in 1974 to in 
excess of $1 billion last year, 1984. Overall, the brewing 
industry contributed $2.8 billion to the Ontario gross provincial 
product in 1984. This represents 1.6 per cent of the total gross 
provincial product. 


Our members and our employees are proud of the role we have 
played in the development of Ontario and we want to continue to 
participate in the future growth of this province. We are 
concerned that a precipitate rush into a free trade agreement with 
the United States before the elimination of the very long list of 
existing interprovincial trade barriers and without adequate 
safeguards and provision for a lengthy phased transition would 
jeopardize the very existence of our industry. 
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This concludes our presentation. We would be pleased to 
respond to questions from the members covering both the national 
and the provincial issues involved in free trade review. 


The clerk is distributing copies of our brief and some 
supplementary information. 


Mr. Taylor: Just to follow up on your last comment, you 
seem to state unequivocally in your entire presentation that you 
would be uncompetitive on a free trade basis with the United 
States for a number of reasons: existing surplus capacity in the 
United States, lower wages, three times the productivity--whatever. 


Mr. Seagram: That is right. 


Mr. Taylor: Then when you ended your presentation, you 
seemed to indicate you could be competitive if this were phased in 
over a period of years and if there were some change in the 
Canadian scene to eliminate interprovincial trade barriers. Could 
you enlarge on that a little bit? Could you be competitive if 
there were a domestic reform, if I can put it that way, of the 
present trade barriers vis-a-vis the various provinces? 


Mr. Seagram: Yes, over time. I wonder if I could give a 
more complete reply by quoting from a letter that the chairman of 
the Molson companies, James Black, wrote to the Honourable James 
Kelleher. 


As you will recall, Jim Black is also the past chairman of 
the Canadian Manufacturers' Association, which has published its 
views on free trade. Jim was writing to the minister in direct 
reference to the brewing industry. If you will indulge me, I will 
quote from.his letter. 


"When asked how they think free trade with the US might 
affect them, Canadian business people will, I believe, give 
different answers depending upon whether their understanding is 
that free trade will come about immediately or a year or two down 
the road, or five to 10 years hence. 


"Given the time to make the necessary preparations for the 
change, including the human and technological adjustments that may 
be required, I believe that the Canadian business community is 
likely to feel much less threatened than they otherwise would. In 
fact, I suspect that most Canadian business people will be 
reasonably confident that, given the time and the opportunity and 
the necessary help to adjust to this new circumstance, they will 
be able to compete effectively in a freer trade environment. 


"A very good case in point perhaps is that of the Canadian 
brewing industry. This is an industry which, as a result of a 
history of very strong provincial trade barriers, has been forced 
to operate an overly large number of very small and therefore 
cost-inefficient breweries, and while the industry is highly 
regarded in the brewing world for the high standards that it has 
achieved in the terms of the science and the process of brewing, 
and for the quality of its products, the one thing that it has not 
been able to achieve, primarily because of this historic 
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structure, is cost-effectiveness or cost-competitiveness. 
Typically, a major brewer in Canada operates 10 breweries with a 
combined capacity of 10 million hectolitres per annum and looks 
across the border at brewing companies operating highly automated 
single plants as large as or larger than that total capacity. 


"The prospect of open and free access for American brewers 
into Canada, and the opportunity for them to compete on a price 
basis against Canadian brewers as presently constituted, is 
therefore devastating. The obvious conclusion is that the Canadian 
industry would simply not be able to compete on a price basis 
until provincial barriers, especially those restricting 
interprovincial shipments, had been removed and production 
facilities rationalized from 10 breweries in the typical case to 
something in the range of three or four. 


"Given the time to carry out these adjustments, I suspect 
that the Canadian brewing industry would be prepared to face open 
competition from American and other brewers in Canada. Without the 
time and the opportunity to change the structure and to 
rationalize, the industry probably could not survive price 
competition. The same thing could be said, I suspect, about many 
other Canadian industries." 


I think that states it as well as anyone. Given time and a 
massive infusion of capital, we could compete. 


Mr. Morrison: One of the things that came up in the 
preparation of our material for Mr. Kelleher was the fact that the 
Canadian industry over the past 10 years has invested some $900 
million in facilities, many of them in locations that would not 
have been invested in, given changed circumstances. The 
development of new plants to compete with the Americans is an 
additional $2 billion of capital in 1984 dollars. When you put 
that into the picture, the answer is there; but those numbers add 
some emphasis which is important to keep in mind. 


LOMO “atin. 


Mr. Taylor: What you are saying is that the 
rationalization of the Canadian industry on a Canada-wide basis 
would be a very extensive proposition. 


Mr. Morrisons’ Yesseaiti would. 


Mr. Taylor: And you need that as a condition precedent 
to put yourself in a position to compete with American 
counterparts. 


Mr. Mottison: That is correct. 


Mr. Taylor: What about the significance of the cost of 
your barley--you mentioned that cost--and the differential in 
wages? Are you assuming a more equivalent cost of your materials 
and wages? You are not talking about being competitive but there 
is an insinuation that you could be competitive with a Canadian 
rationalization. Could you comment on that? I was wondering what 
is implicit in that effort to become competitive. 
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Mr. Seagram: The advantages of the economies of scale 
would bring wages, on the basis of unit of product, in line with 
those in the United States. Right now, in general, our Canadian 
wages stand at a premium over those of the US brewery worker, and, 
in fact, throughout the distribution systems. That is a concern. 
It used to be otherwise. However, I do not think in the end that 
would be a major factor. : 


I would ask Sandy to respond with respect to the malting 
barley issue. 


Mr. Taylor: Also, while you are responding, you might 
let me know whether the proposition is contingent on a discount of 
the Canadian dollar and, if so, at what percentage? 


Mr. Morrison: It was taken as a given that if we went 
into free trade, the impediments or the additional costs imposed 
by government regulation would have to go, and that includes the 
malting barley. That represents a substantial amount of money for 
Canadian farmers. 


If the beer industry says, "We cannot be expected to compete 
if we are paying twice the cost for a basic commodity that our 
competitors are,'' we similarly have not been saying that money 
should come out of the pockets of the Canadian farmers. Howevef, 
we are saying the industry on its own cannot carry that burden, so 
presumably government would have to take the burden off the 
brewing industry and redistribute it. Yes, it was a given that we 
would not have to absorb that continuing burden. 


There are other government regulations that impose costs on 
us that are disproportionate to the Americans. For instance, the 
Canadian brewing industry pays its excise taxes daily. Every day 
the brewers add up what they produce, and, at roughly $18.50 a 
hectolitre, a cheque is written out to the Receiver General of 
Canada and paid. In the United States, at worst, it is paid on a 
30-day basis, which gives 45 days in cash flow. When you are 
talking about taxes of $2.5 billion, the cash flow advantage of 
getting 45 days is significant. That is a burden that similarly 
would have to be addressed. 


Those are some of the factors that distort our costs. 


Miss Stephenson: How long has that tax remittance 
program been in effect on a daily basis? Does anybody else pay on 
a daily basis? Most people do not, as far as I know. 


Mr. Morrison: No; they pay when their product is sold 
out of warehouses. It is not only with our US brewers, but ona 
product basis in Canada, if you look on wine and spirits as 
competitive products, that we are treated differently. 


Mr. Taylor: There is not much prospect of Canada 
drinking itself into prosperity. 


Mr. Seagram: What is interesting is that the government 
does not always cash its cheques on a daily basis. 
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Mr. Taylor: .ltvdoees;not.issue themjousagdaily basis 
either. 


Miss Stephenson: How long has this pattern been in place? 


Mr tsSeagram yiS ince forever, 4b belreve wus acseaccurate 
an answer as any. 


Mr... ElgiespYouscan change \itval bette Bityveuswant. 


Miss Stephenson: No, I cannot change it at all. I am 
just curious to know why it developed this way. 


Mr. Seagram: In fact, until the 1970s, the tax was 
levied at a very early point in production. For many years it was 
based on the intake of barley. You had paid your tax before you 
even started the brewing process; it had been levied. 


Mr. Morrison: There has been some relief granted. 


Mr... Hennessy: Are the distillers in the same jposition 
you are in? I understand there is a government inspector there 
when they start filling up bottles. There are two locks, I 
understand; the inspector has the key for one and the distiller 
the other and they open the two together. Then when they distil a 
quantity for a given day, the government knows how many bottles 
they have put out. The stamps are bought in advance and put on the 
bottles. The distillers have to pay in advance. 


Miss ‘Stephenson: They can pay their excise in advance of 
putting the stamp on the bottle, but they do not have to pay it on 
a daily basis, on the basis of the production of whisky or 
whatever goes into the bottle. 


Mr. Hennessy: But they have to put those stamps on when 
they are bottling. They pay for the coupons ahead of time. 


Mr. Seagram: They pay on shipment of the goods when they 
leave their bonded premises; that is when they pay the tax. The 
application of that little sticker has nothing to do with the 
money leaving that company to government. 


Mr. Ferraro: I have a couple of questions that can be 
answered fairly quickly. What percentage of the Canadian market 
does the licensed US product compose now? Supplementary to that, 
what would free trade do to your licensing arrangements? 


Mr. Seagram: I will ask Don Twiner of Carling O'Keefe, 
who is a major licensee, to answer that question. 


Mr. Twiner: There is a legal contract with a time 
specification on any licensing arrangement. However, under those 
conditions and for the reasons previously stated, one could 
speculate that the people with whom we have a licensing 
arrangement suffer the same economic conditions as the general 
industry and that they would say, "It has been nice doing business 
with you, but there is no advantage in continuing.’ 
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Mr. Ferraro: But you do have a legal arrangement for X 
years. 


Mr. Twiner: Yes, we do. 


Mr. Ferraro: What percentage of the Canadian market do 
those licensed products have? Do you have those statistics, or can 
you divulge them? 


Mr. Twiner: Fourteen to 15 per cent. 
We. ooaitman-inae 1s crowing tapidiy, is it -not? 
Mr. pT winerstYes, s1teis. 


Mr. Ferraro: Another quick question: I notice there are 
comparative statistics for a case of beer in British Columbia, 
United States and Canada. It costs $17.40 for a case of beer in 
Ontario, I think--that shows how much beer I drink. How much does 
it cost for a case of beer in Ohio or New York? 


Mr. Twiner: Specifically, 1 cannot answer-- 


Mr. Ferraro: I am trying to get a picture of how much, 
in proportion to the amount of taxation you-~’ 


Mr. Twiner: There are interprovincial restrictions that 
the industry faces. Quebec's distribution system is held up in 
some quarters as a pretty efficient system vis-a-vis Ontario's. 
However, on average, a case of 24 bottles of beer in Ontario will 
sell for 90 cents less than that in Quebec. That reflects some of 
the distribution efficiencies. Also of note is that the tax take 
in Ontario is some $221 million higher than what the Quebec 
government takes from beer. 


Mr. Morrison: In the United States the differential on a 
national basis--I do not know the case of Ontario--represents 
between $4 and $5 a case. I think I mentioned 17 cents a bottle. 


Mr. Ferraro: You are speaking of absolute dollars. 
Mr. Morrison: Equal dollars, yes. 


Mr. Ferraro: So you have to adjust it by roughly 30 per 
cent to get a comparison. 


Mr. Morrison: Yes. But when you take the American price, 
convert it into Canadian dollars and compare it with Canadian 
dollars, on a national average we pay about 1/7 cents a bottle more 
for Canadian beer, all of which is represented by tax. 


wi alm: 


Mr. Ferraro: The last question I have at the moment, and 
it is completely off the topic, is one I have been asked and 
discussed over many a beer. I hope you gentlemen can respond to 
ot. 


E-16 


Why the hell is it necessary for consumers--I am speaking as 
a consumer--to have to go to two different spouts to buy liquor and 
beer? Has there ever been any serious discussion? What are the 
reasons that you cannot go to one spot, except if you are up 
north, to buy Liquor and beer? As a consumer, I think it is kind 
of ridiculous. Has there ever been any serious discussion of 
distribution being amalgamated, without the fear of jobs being 
lost and all the rest of the bells ringing and so forth? 


Mr. Seagram: Yes, there has been. Of course, this is not 
a topic that is confined to Ontario; it exists elsewhere. 


Mr. Ferraro: In Alberta they dGovit;, 1 think. 


Mr. Seagrami Yes, “and they domi angericishs Columbia. 
However, you have to remember first that beer is a very bulky, 
difficult-to-handle and low-value product compared with spirits. 
The amount of investment required by government in the bricks and 
mortar of warehousing and retailing beer is quite substantial. In 
fact, the British Columbia government, as one example, has been 
working for years to try to get out of the business of 
distributing and retailing beer. It first moved to take beer out 
of the warehousing. The liquor distribution branch wanted to get 
out of the warehousing of beer, and the warehousing of all spirits 
and wines, and turn it over to private industry. 


Second, there have been moves in British Columbia--and I use 
that as one example because it is so current--to examine ways’ by 
which the government could get out of the retailing of beer, which 
is done primarily through combined stores, some of which are 
extremely attractive and do a very good job for the wineries, the 
distilleries and the brewers. They would like to reduce the public 
expenditure and investment in those facilities; so they have 
looked at other ways of distributing the product to the consumer, 
which is just the reverse of what you are suggesting. They have 
decided to allow licensees, those who already retail beer but for 
on-premises consumption, to expand their facilities and make beer 
and wine available for off-premises consumption, or off-sale. 


This is not dissimilar to the system that works in Manitoba, 
where fresh, cooled product is brought to the consumer in 
self-service stores provided by private enterprise. However, the 
private enterprise in Manitoba's case is represented by the hotel 
owners; they build drive-in, self-serve facilities. 


Mr. Ferraro: I realize my question was more a 
convenience question, but the economies of it are obvious. What I 
was getting at more specifically was whether there has ever been 
an attempt by the government to say to the Brewers’ Warehousing 
people, “We want to get the hell out of the business of 
distribution.'' Have there ever been any discussions of that? 


Mr. Seagram: The government is not in the business of 
distribution, except by regulation. You do not have, except for 
the modest amounts of our beer that you carry-- 


Mr. Ferraro: I am talking about the Liquor Control Board 
Orn Gario ehyines. 
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Mr. Seagram: That is right. However, our investment in 
Brewers Warehousing Co., which is a system created at the request 
and under the control of government back in the 1920s, is in 
excess of $100 million just in retail facilities. That is a big 
investment in Ontario. 


Mr. Ferraro: Are you losing money on it? I know the 
answer to that. I am being facetious. 


Mr. Seagram: On the retailing aspect? We operate on a 
nonprofit basis. 


Mr. Ferraro: Far be it from me to defend the government, 
but your presentation almost insinuates, at least to me, that to a 
significant degree the government is the evildoer. The fact 
remains that Brewers' Retail is making a pretty good buck, is it 
not? 





Mr. se eagranzed JamPgoangstovtinrnyi¢) overs towny 
colleagues-- 


Mr. Ferraro: You do not have to expound on that. What I 
am trying to say is that there are two sides. 


Mr. Seagram: Throughout history, the whole system in 
each province has been one of a partnership dealing with a market 
that could be easily divided by political boundaries. Whether it 
was advertising, sales promotion, marketing regulations, 
distribution, retailing and so forth, there had been established 
an equilibrium between the consumer, the government and the brewer. 





The brewer could make a profit, the government could 
generate revenues, the government could control the sale and look 
after social issues, the consumer could have good access to beer 
under regulated conditions, and the system allowed the easy and 
effective return of the container. 





You have to look at it as a two-way system and this is where 
the LCBO does not operate but Brewers' Warehousing does. It is 
also a system for getting containers either back into the 
recycling process, with respect to aluminum cans, or bottles back 
to the brewers. Over the years it has been a partnership and 
everybody has benefited. Now the rules are being changed. The 
brewing industry basically is not in opposition to any change in 
rules, provided they are first well-considered, all the 
implications are examined and a reasonable time is permitted to 
put those new rules in operation, especially where they involve 
heavy capital investment. I do not know whether Mr. Twiner or Mr. 
Harrington would like to add to that. 


Mr. Twiner: I question when members you say Brewers’ 
Warehousing makes a pretty good buck. I think it is important to 
understand that the BW does not make a single buck. It is a 
distribution system for the companies. Yes, the brewers_make a 
gollartof protits 


Mr. Ferraro: That is what I meant. 
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Mr. Twiner: Brewers' Warehousing, as a distribution 
company, is not run for profit. Go to Quebec and look at a 
distribution system*that, isiirunm fom sprofite You willetind the 
price of beer in Ontario is 90 cents a case less, and the Ontario 
government takes $220 million more from the system. It is not just 
an idle statement when we say the BW is a not-for-profit company. 
It is a very significant part of the equation to deliver beer to 
Ontario consumers. 


Mr. Ferraro: Thank you for that. 1 was not implying you 
should not.aake «a, profit 4.1 am all for profit) am just, concerned 
about the convenience. 


Mr. Chairman: What he is saying is that the profit is 
distributed among the partners. 


Mr... tiwinerti wnat 1secorrect. 


Miss Stephenson: What he is really saying is that the 
profit comes from the making and sale of beer, not from the 
distribution: 


Mr. olwiners Which 18 ascost, totus: 


Mr. Cordiano: A further point on your remark on the 
difference between the cost of a case of beer in Ontario and 
Quebec, can you analyse that a little further for my 
understanding? You are saying the Ontario government takes in $220 
million more in taxes. That is in total dollars you are speaking 
of now? Does that relate to the volume of. sales? 


Mr iwiner<eNod 
Mr. Cordiano: That is just the total dollar figure. 


Mr. Twiner: On an equivalent case-to-case basis, I think 


bheyideune, 19052 5lelacase. 


Mr. Cordiano: On a per unit basis, the Ontario 
government takes in more taxes than the government of Quebec. 


Mr. Twiner: Some would say the government is more 
efficient. Others would say they take more taxes. 


Mr. Cordiano: Okay. On the other hand, would the cost of 
production in Quebec be higher or lower than in Ontario? 


Mr. Twiner: I would suggest the costs to the 
shipping-room floor would be the same through the shipping plan. 


Mr. Cordiano: You are saying that if you are producing 
less because you have regional production facilities in Quebec, 
their volume of beer, what is produced, is bound to be less than 
what you produce in Ontario because the market is smaller? Yet you 
are saying the production costs are the same. 


Mr. Twiner: Sorry, I am not following your question. 
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Mr. Cordiano: I am saying your output is greater in 
Ontario, what you produce is greater per plant-- 


Mr. Twiner: Volume. 
oie LOwta.m: 


Mr. Cordiano: The total volume in Ontario is greater, so 
your plants are producing more in Ontario, Logically, I would 
assume the production costs would be lower than in Quebec. 


Mr. Twiner: No. You will find that the throughput of the 
major breweries in Ontario, compared to Quebec, approximates the 
same size. There are a number of smaller regional breweries in 
Ontario; yes, I grant you that. 


Mr. Elgie: Just as an aside, I notice that in Quebec 
there are no breweries outside of Montreal. 


Mr. Seagram: Three breweries supply all of Quebec. 


Mr. Elgie: That is what I said; they are all centralized 
in the Montreal area. Has that produced any economies of scale 
there? If the hectolitre production is about the same in Ontario 
and Quebec, has the centralization in Quebec produced any 
economies of scale? 


Mr. Twiner: I have not seen that in any figures I have 
looked in our corporation. 


Mr. Seagram: It is not significant. Also, the production 
economies are somewhat blurred by the fact that we produce a lot 
of beer in Quebec as well as in Ontario for export to the United 
States, so we are all serving the eastern part of the United 
States out of Montreal. 


As I say, the economies-of-scale production costs are very 
comparable up to the shipping floor. From the shipping dock 
outwards is where it changes drastically, and you could say that 
beer is made available through the grocery stores because the 
government wishes to take less from a case of beer and allow the 
grocery store operator to make a profit. The profit is at the 
expense, if you like, of the government. 


Mr. Taylor: You mentioned that Brewers' Warehousing had 
a $100-million investment in its facilities. Is that correct? 


Mr. Seagram: Yes. 


Mr. Taylor: You mention the distribution system, say in 
Quebec, where you sell beer in the grocery stores. Here, l 
understand, the posture of the industry is to oppose the sale of 
beer in grocery stores. Is that correct? 


et =e 


Mr. Seacram Yes. 


bir Taylor: Could you give me the rationale for that? 
Presumably, you may or may not recoup some part of that $100 
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million if you want to sell the real estate, and you would not 
have to operate that system, which is nonprofit; the retailing is 
nonprofit, as I understand it. I am trying to get the rationale 
for opposing the sale of beer in grocery stores. 


Mrs Seaprain:s» You haves'to recall’ that there isa 
distribution system that works in Quebec. It involves agencies 
that operate warehouses and they are similar to the wholesalers 
found in the United States. The beer has to get to the consumer in 
some manner and it goes through a very complex system which is 
costly and which requires each individual company to invest in its 
own distribution system. 


To make it work and to produce a profit for the Quebec-based 
brewery, the government has chosen to give up some of the tax 
revenues that are enjoyed by the Ontario government. The system 
works but it is inefficient. If there were ways that the breweries 
could get together and bring about economies of scale and 
efficiency in the distribution system, the breweries would do so. 
If you can imagine it, each grocery store is visited by three 
trucks instead of one. . 


Mc. Taylor: “ltmis~tike milk "delivery ~somewvéare ago. 


Mr. Seapram? Thaterserient. 


The beer is sold under normal retail conditions and all the 
problems with stock rotation, placement in the store and keeping 
the product fresh and cool are handled much differently and, in 
general, not’ quite as well in Quebec as in Ontario. 


Miss Stephenson: What about container collection? 


Mr. Seagram: That works reasonably well because the 
retailer must accept returned bottles. Right now he is refusing to 
accept returned cans. He will not sell cans. 


Mr. Cordiano: Following up on what Mr. Taylor said 
earlier, I have difficulty understanding why it would be more 
costly to the brewers if they were going to distribute their 
product through different channels of distribution than as now set 
up. You have soft drink manufacturers who have to do the same 
thing and I have not seen their costs rise over the years as a 
result. They deliver a low-cost product quite efficiently. So do 
several other manufacturers of consumer goods. I am wondering why 
there would be such a dramatic difference to the brewers. 


Mr. Seagram: It is unfortunate we do not have Ross Eaket 
of Northern Breweries with us. He is in both the soft drink and 
the brewing industry business. I believe this committee eventually 
will be up «in? northern Ontario. 


Mr. Chairman: We hope to. 


Mr. Seagram: I believe he will be appearing before you 
and that would be an excellent question to pose to him. Basically, 
he will say, "I will take the brewing system any day over the soft 
drink system." 
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Mr. Chairman: What was his name? 
Mr. Seagram: Ross Eaket, president of Northern Breweries. 


Mr. Knight: Since we are exploring the distribution 
system, I would like to ask what would happen to the present 


| distributing system under a fair trade--which is what we hope to 


achieve--or a free trade arrangement with the United States. With 


| them coming into the Canadian market, the Ontario market, would 


they set up their own similar, parallel distribution system? You 

obviously are not going to be able to get them to set up here the 
way Amstel had to set up before it could utilize your system. Do 

you have a feel as to what would happen? Would the Brewers' 


| Warehousing operation disappear? 


Mr. Seagram: No, not necessarily, but you have to look 
at Brewers Warehousing in two different capacities, one as a 
distribution system and another as a retailing system. Basically, 
the US brewers would have to do exactly as we did. They will have 
to set up their distribution system, unless the government wants 
to get into it, as they do in Alberta and BC--it has had it in BC, 
but certainly in Alberta--and start investing in facilities to 
warehouse, truck and retail American beer. It would be up to the 
Liquor Control Board of Ontario to make that decision, but 
basically the American brewers would have to set up their own 
distribution system, just as we have. 


Mr. Knight: What do the larger breweries do in the US 


now? What sort of distribution system do they have? 


Mr. Seagramiolt: is) basicallynthroughva thirdy party, ) if 


‘you like, a distribution network of master distributors and 


subdistributors and wholesalers, who are doing two things: not 
only warehousing and distributing beer in a physical sense, but 
also selling the beer for the brewers. In other words, they make 
the deliveries and they will have, in many cases, brands from more 
than one American brewer and brands from several foreign brewers. 


Mr. Mackenzie: They are a middleman in the operation. 


Mr. Seagram: Yes, and sometimes there is more than one 
middleman. 


Mr. Knight: That is a problem the brewing industry in 
Canada will have to deal with. I would suspect you will lose that 
monopoly on the distribution system under a free trade arrangement. 
Mr. Ferraro: Not necessarily. 
Mr Seagram: Yes, not necessarily. 
Mha22 Os a. 
Mr. Chairman: If not, they will have to pay lower taxes. 
Mr. Seagram: You used one word which is used quite 


frequently, that this is a so-called monopoly. Monopoly is a 
creature of government, if there is one. We say it does not exist. 
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Mr. Taylors Cartel. 


Mr. Seagram: Another nice word. A monopoly does not 
exist because there is access now through a system that is 
independent of the Brewers' Warehousing, and that is the Liquor 


Control BoardferstOntanrio-. 


Mr. McGuigan: I wanted to hear more about the business 
of malting barley. I do not understand why you say you pay twice 
the price for malting barley. I understand you use western barley 
exclusively. There is no Ontario barley being used. Those two 
products are competitive with one another between the United 
States and Canada. Why do you say you pay twice as much as the 
American breweries? 


Mr. Twiner: I believe it is a matter of the social 
policy of the government. There is a two-price system there. You 
would pay more domestically for grain products through the 
Canadian Wheat Board than they would sell for internationally, for 
example. 


Mr. Bleiestixpost iprices: 
Mr. Twiner: Yes. 


Mr. Morrison: The Canadian Wheat Board deals on an 
international basis as a commodity trader. In Canada, if you want 
to buy malting barley, you have to buy from the board and there is 
a premium price for malting barley. It is an indirect tax. 


Mr. McGuigan: But you are getting a premium product. 


Mr. Morrison: American brewers buy it at the world 
price, the same price. 


Mrov Eleie:@itheys do mote getamuch foamioni itheip beer. A 
Saw it on their sign. 


Miss Stephenson: There was significantly less. Was that 
the tax! 


Mr. Morrison: They can buy the same product, the same 
malting barley, for world commodity prices which, over the last 
five years during which we sampled it, worked out to $2.21 against 
the $5-plus that we paid. 


Under the Canadian Wheat Board Act, in this little blue book 
under appendix 2, there is a summary of the situation that applies 
on malting barley which you might find helpful. It is a practice, 
which appears to have been an indirect tax, that the brewers would 
pay a premium price which would return more money to the farmers. 


Mr. McGuigan: My understanding of selling malting barley 
is that you get a premium product. Not all barley will make 
malting barley. You are going to have an inferior product with 
feed barley, but if it has a big, wide, plump kernel and there is 
a lot of carbohydrate and starch in it, because it has had a good 
growing season, that is a premium item and you people are willing 
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to pay a premium price because you are going to have a much higher 
yield on it if you are not buying husk and-- 


Mr. Morrison: All we compared was the world price for 
malting barley, not for feed barley. It was apples and apples. We 
took the Canadian price for malting barley being charged by the 
wheat board and converted malting barley on the Chicago exchange. 
The feed barley did not get into that equation. 


Mr. McGuigan: I will have to do some more work on that, 
because I do not understand it. 


I would like to point out to the committee, leading to a 
question, that probably one of the number one targets the United 
States would have in a free trade agreement would be the brewing 
industry. The average tariffs in Canada run about five per cent on 
| our items, and in the United States it is only about 2.5 per cent; 
so there is only about 2.5 per cent difference between our two 
countries, and you have to ask where are you going to make gains 
-as far as the United States is concerned. I would assume from 
their side that the brewing industry is one of their number one 
targets. 


Then you run into the fact that the Americans are saying in 
many areas: "We have the best system in the world. We have this 
open and free market, we have the US enterprise system, it is the 
best system in the world, and all the rest of the world has to 
change to our system."' They are saying that in the case of lumber, 
and I could go into the differences between their tenancy 
regarding lumber lands and our tenancy system, there are two 
different systems. 


For instance, in the United States about 90 per cent of the 
lumber lands are owned by the big lumber corporations and 10 per 
cent are private. In Canada it is exactly the reverse. About 90 
per cent of our lumber lands are owned by the crown and only a 
very small percentage are owned by the state. 


They look at our stumpage system, the way we collect 
stumpage, and then they apply a countervailing duty against that 
stumpage, saying we are being unfair, whereas we are simply 
carrying through a different philosophy of ownership. It is one 
that I doubt we would be willing to change. I doubt, too, that we 
would be willing to change the system of each province insisting 
that breweries be in that province. 


It goes back to the fact that we have far more powers in our 
provincial governments than they have in their state governments; 
their state governments are very weak in comparison. It also goes 
back to our geography in that they have a fairly uniform geography 
in their country, whereas we just have this narrow strip along the 
southern border that is really productive and habitable. We have 
Organized ourselves differently in Canada. 


In Canada we also believe in the matter of equalization. We 
try to maintain somewhat equal opportunities in Newfoundland, in 
the Maritimes, in Quebec and right across Canada. Central Canada 
sends money to both extremities of the country to try to maintain 
that equalization, whereas they do not do so in the United States. 
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This leads me to the fact that you have been dealing with 
the federal government. You see today that the Macdonaid 
commission is coming out and recommending free trade. I guess Il 
should be careful in making that statement, but that is the 
headline, that it wants free trade. 


Do you get any feeling out of Ottawa that Ottawa is really 
willing to scrap or change our whole system of government in 
Ontario in order to accomodate the United States in a free trade 
arrangement? Do you have any handle on or any feeling for that? I 
think brewing and lumber are probably right at the heart of this 
problem. Do you get any feeling from Ottawa? 


Mr. Morrison: To comment, that is at the heart of our 
industry*s presentation. We have gone along and developed the 
industry over a couple of hundred years, playing according to 
rules that we understood were established by the people with the 
jurisdiction over sales and distribution of the product, which 
were the provinces. This dictated that the industry evolve in a 
certain way that made it less efficient than it would have been 
had we been totally free -to develop the industry on a purely 
economic base. 


Mr. Taylor: In some cases more efficient, though, if you. 
are talking about the distribution. 


Mr. Morrison: There are offsets, I would acknowledge. 

But in the broad picture, one of the concerns of the industry, 
clearly stated here this morning, is that if you are going to 
change course 180 degrees after all this time, with the investment 
and the systems developed, it takes time. In fact, from Ottawa's 
standpoint, given the constitutional jurisdiction, as Norm said, 
as a prerequisite to talking about free trade with the Americans, 
we should really be talking about the implications of free trade 
in Canada. It clearly is out of sequence to talk about free trade 
on a continental basis when we do not have free trade in Canada. 


PESO racm. 


To pick up on your point, if the provinces want to retain 
their brewers, are they going to allow Anheuser-Busch out of St. 
Louis, Missouri, with a plant that has the capacity to produce all 
the beer consumed in Canada from one facility, to service British 
Columbia through Newfoundland but require Labatt's or Molson's or 
O'Keefe to have a brewery in each of those jurisdictions? It does 
not make any sense. 


Mr. Chairman: Mr. McGuigan is suggesting that we can 
avoid or perhaps put the brakes on an agreement in Ontario by 
continuing to require that the breweries be built in the province. 


Mr. McGuigan: I am sorry, Mr. Chairman, I was not really 
suggesting anything. 


Mr. Mackenzie That was what I got out of it. 


Mr. McGuigan: What I am suggesting is that if we are 
going to have free trade with the United States, we will go 
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| largely on its terms. Do you get any sense that the federal 

| government is willing to go on those terms? You have been dealing 
with this same question that is being put to us today. Do you have 
any feelings on where they stand on it. 


Mr. Morrison: The position of Mr. Kelleher--and I think 
Mr. Mulroney's public statements have reflected it--is that they 
have posed the problems, they have asked the questions and the 
industry has been meeting with them. They have had responses to 
the discussion paper. There are several interdepartmental 
committees at work. The whole issue goes before cabinet some time 
later this month. I do not think the government in Ottawa has made 
a decision as yet. That is a personal observation. 


Mr. Ferraro: Are you saying since the last election? 


Mre Morrison: Yes: 

Miss Stephenson: Could I report that this morning on an 
interview broadcast on our national people's airwaves the Prime 
| Minister told Peter Gzowski that there was absolutely no way in 
| which he would lead Canada into discussions with the United States 
that were going to be detrimental to the traditional social system 
that has been developed in Canada. I would hope we can take his 
word on that. 


I do not think there is any--that I have heard at this 
point--indication from the federal government that it is going to 
scrap equalization payments, the health care system and everything 
else in order to indulge in free trade with the United States. 
That has not been part and parcel of this. It sure has been part 
and parcel of a lot of the scare tactics we have heard of even 
talking about whether or not we should enhance our trade with the 
United States. 


Mr. Chairman: But surely we are hearing, Dr. Stephenson, 
that the more we pry into this whole issue, the more we are 
finding that almost everything ends up being a nontariff barrier. 
I was not kidding when I said that if we have free trade in beer, 
we are going to have to reduce our taxes on it incredibly, judging 
from the information you have brought us. 


Mra tel pbeis cNo,i athey) wild sjust. move out. 


Miss Stephenson: That is right. 


Mr. Seagram: If I may respond to the issue you raised, 
Mr. Chairman. I guess the one factor that affects our thinking, as 
we have mentioned before, is time. Going back to the initial 
question, if we were in a position to compete--and we believe 
given time and money we could--then we would like to compete 
because that is a big, big market down south of the border. 


We happen to believe that in Canada we brew very fine beer. 
We have already proven that at a premium price we can sell it very 
well down there. Put us in a position to produce beer economically 
Over time and we will take on the Americans in their own market. 
But time is the problem. 
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It means that the provincial governments are going to have 
to come to grips with their priorities with respect to the brewing 
industry, and only the brewing industry, because it is the only 
industry in Canada that is in this position. Is it the brewing 
industry's purpose in a province to produce employment, to 
generate tax revenues, to provide convenience for consumers, or is 
it the government's role also to exercise various social controls 
that affect the consumption, use and misuse of the products? 


We are an industry that has, right now, three breweries in 
Newfoundland, four in Saskatchewan--a province of a little over 
one million people. They are hopelessly uneconomic in worldwide 
terms. They used to be economic in Canadian terms. There are 1/ 
operating breweries west of the Ontario border. No way in a free 
trade environment can we contemplate continuing to operate those 
17 breweries. 


Mr. Chairman: As an initial step, would you favour 
unilateral removal of tariff barriers from Ontario even if other 
provinces did not do it? I am looking for an answer from you as 
Ontario brewers. 


Mr. Seagram: Ontario already operates with a lot of 
common sense with respect to free trade issues within Canada. All 
of us are able to optimize certain aspects of our production 
facilities by exporting beer from Ontario to other provinces and 
bringing in beer sometimes from Quebec and Manitoba and serving 
Manitoba and parts of the west from Ontario. It is on a relatively 
equalized basis. Also, Ontario is the prime beneficiary of our 
export sales to the United States. 


We have some of the barriers to rationalization of 
production already lower in Ontario than exist elsewhere in 
Canada. In Saskatchewan, for example, the barriers are as high as 
they have ever been. You simply cannot ship beer into that 
province under any condition except under the condition of being 
handled as an imported product. Some of us produce licensed 
products for which there is a market in Saskatchewan but which we 
cannot afford to produce in Saskatchewan. Therefore, that market 
is denied us. ; 


Ontario is a different case. Ontario has been very 
progressive in many respects in assisting the Ontario-based brewer 
to flourish through the years. Because of a sensible partnership 
that has existed between the government and the brewer, through 
the years Ontario has been the most successful in return on 
investment, profitability, convenience to the consumer, control of 
the sale of products in the most successful market that could be 
found anywhere in the world. That is perhaps changing, and there 
are signs on the horizon that it could change even more, we 
believe, to the detriment of the people of Ontario. 


Mr. Elgie: This may be a little repetitious of what has 
been said, but let me go over it for my clarification and for any 
comments from you. The reason for the cost differential between 
the price of beer in the United States and here narrows down to a 
superb mechanism we have in place for farmers, the Canadian Wheat 
Board. The decision about that is a public policy decision. 
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Secondly, there is the amount of taxation there is, directly 


| and indirectly, through our social support systems, unemployment 


insurance and so forth, plus the direct tax. Finally, there is the 
issue of productivity, which relates to an industry that 
constitutionally is controlled by the provinces, not by Canada. 
The provinces have said that if one wants to distribute beer in 
their province, one must have an investment in that province. Each 
of the provinces say that, and anybody is free to do that. 


The only impediments to distributing beer in this province 
and in each province is that you must put in an investment in this 
province, employ people and pay the taxes that go with it. Having 
done that, you are free to take part in the system, setting aside 
the distribution process. Failing that, you can distribute, 
subject to the listing regulations, through the liquor control 
boards in the various provinces, or you can sell your product 
through a licensing arrangment. 


The impediments, if there are any real ones, are that you 
must be interested in this province. That is so with each province 
in the country. You must put some money in and invest it. That is 
another public policy decision, setting aside the social reasons 
that may have brought it about a few years ago. Is that an 
accurate assessment of the whole issue? 


Mr. Seagram: That is a very good one. 


Mr. Elgie: If we had free trade within the country, for 
example, each province would have to make the decision it would 
give up that requirement that there be an investment and then let 
the free market decide where it would be least expensive to 
produce beer for Canada. Is that right? 


Mr. sHarrington: That is right. 


Mr. Elgie: There would be rationalization, closures in 
obviously uneconomic provinces and uneconomic parts of each 
province. We know Ontario is one of those. We have endeavoured to 
keep Northern Breweries Ltd. as a manufacturing base in the north. 
Even when we talk about free trade in Canada, we are talking about 
affecting provincial employment, salaries and income through tax 
mechanisms. 


Mr. Taylor: And regional employment. 


Mra nie ere ess 


If there were any willingness by each province to give up 
the requirement that companies show an interest by investing, then 
surely, with the higher taxes you have to pay. here, you would is Ome 
simply set up a plant in Detroit or Buffalo and ship it. across. 
Would you not? 


Mr. Seagram: It is an interesting question. We have all 
done our work on it. If we had Canada to deal with all over again, 
given a national market instead of little discrete provincial 
ones, how would we do it? I do not think any of us has got too 
serious about supplying from the United States. 
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Mr. Elgie: You mean you realize common sense would 
prevail. 


Mr. Seagram: It is a very interesting question and it 
would be a nice one to tackle. Certainly the prospect would be 
muerne. 


Mr. McGuigan: You would be entering a market that is 
already over capacity, would you not? You would be going in with a 
new plant to compete with ones which are already over capacity. 


Mr. McFadden: You could serve Canada from the United 
States in, 


Mr).| ‘Raylor') ‘That’ issthem@poine. 


Mr. Seagram: You could serve Ontario and Quebec very 
nicely from a large world-- 


Mr. Elgie: Buffalo is handy for Quebec and Ontario. 


Mr. Morrison: There is a useful follow-up to your point 
on the preparedness and willingness to come into this country and 
play by the rules. I attended a hearing in Washington in January 
this year. One of the active breweries, to get into Canada on its 
terms, is the Heileman Brewing Co. A question was put directly to 
its representative by a panel hearing his complaint. He was 
focusing on the Brewers' Warehouse system and how unfair and 
discriminatory it was to him because he could not distribute 
Chroug haat, 


They said: “We understand that if you are a Canadian brewer 
outside of Ontario you cannot get in either, and it is fair and 
reasonable, since any Canadian brewery wanting to distribute in 
Ontario through the Brewers' Warehouse system has to build and 
brew in Ontario. That is all you have to do. Does that not make 
sense?" 


He said: 'It would make sense if you could build a brewery 
and sell the products across Canada. It would not necessarily make 
sense to build a brewery in Canada and isolate yourself to that 
one province." From their standpoint, they have looked at it and, 
given scale, efficiency, and economy, they say it is not an option. 


Mr. Elgie: Let us take another tack for a brief 
response. It has been my impression that brewers, particularly 
those who tend to be significantly Canadian controlled, have 
considerable investments in other Canadian industries and 
manufacturing companies. Is that an accurate statement? 


Mr. Seagram: Yes it as. 


Mr. Elgie: Could you give us some idea what types of 
investment Canadian-controlled breweries have in this country, not 
in money but in the types of industries involved? 


Mr. Seagram: You may wish to turn to Phil Harrington of 
Labatt isistorm~thaterepay. 
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Mr. Harrington: Ogilvie Mills Ltd. is wholly owned by 
wee Unere=-1saCateliithedelAuie-roodssitd! “seawtholding outfittor 
|Sealtest Dairies. We are probably the biggest food-based outfit in 
Canada, including Chateau Gai Wines and everything else. 

Mr. Elgie: When I was out in British Columbia looking at 
their brewpub situation, I noticed their raw product was shipped: 
in from Ontario. Which company would be involved in that? 


Mr. (Harrington? Whocwas this again, ‘sir? 


Mr. Elgie: I was out looking at a brewpub in Victoria, 
British Columbia. I saw their product; they said that they bought 
ft trom Ontariowand “that. it-was controlled bya brewery: 


Mr. Chairman: You were looking at a what? 


Mr. Elgie: A brewpub. 
Miss Stephenson: It makes its own brew. 


Interjection: It would be Canada Malting-- 


Mr. Seagram: It would be raw materials they would be 
using. They would buy them from Canada Malting. 


MrarEieietSsoptherevis signitidcanteinvestmentuinsother 


Candian industries by the brewing industry, particularly those 
that have Canadian control. 


Miss Stephenson: They are also primarily in the food 
area, but I understand there are other holdings by other brewing 
interests, which are not necessarily in the food area. 


Mr. Twiner: We have a significant investment in the 
Toronto Argonauts. 


Miss Stephenson: Talk about your winning investments. 


Mr. Twiner: The Blue Jays. We also have a substantial 
oil and gas company out west, Star Oil and Gas, as well as 
holdings in the wine business across Canada and some international 
companies. 


Mr. McGuigan: Are there any tobacco holdings? 


Mr. Twiner: We do not have tobacco holdings. We are held 
by a tobacco company. 


Mr. McGuigan: You got out of the tobacco? 
Mrinawinert Gorrecti: 


Mr. Seagram: In Molson's case the prime interests are in 
two main areas; one is retail merchandising through Beaver Lumber 
Co. and that wonderful hardware store in downtown Toronto called 
Aikenheads, as well as Diversey corporation, which is a worldwide 
company specializing in chemicals for the institutional, 
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sanitation, food preparation and hotel industries. We also own a 
very attractive, very successful hockey team. 


Mr. Twiner: We have a very attractive, very successful 
hockey team in Quebec City, if we may have this little bit of 
rivalry. 


Mr. Chairman: Is concern about the future of brewing in 
Canada one of the reasons that this horizontal integration is 
occurring? Is it fair to say that this is a long-term decision 
based on the fact you may end up selling more milk than beer? I 
think you are selling more milk than beer already. 


Mr. Seagram: It goes back perhaps to the 1950s, when 
Canada went through quite a consolidation of brewing companies-- 
some were a rationalization of facilities on a regional basis-- 
and to the early 1970s, when the brewers, as well as tobacco 
companies looking to the future, saw modest growth in Canada and 
with international aspirations not very well developed at the time. 


As a result, there was a move in the late 1960s and the 
early 1970s to diversification by the three prime brewing 
companies. Each took a different approach, and each of us has had 
our successes and some failures in our diversification. Labatt's 
concentrated on the food industry. Molson was a little more widely 
diversified at one time, being in manufacturing and a variety of 
different businesses which have since been divested. Carling 
O'Keefe looked very closely and became heavily involved in the oil 
and gas industry. 


It was the prospect of a stagnant growth. What is 
interesting is that we were perhaps 10 years ahead of our time. 
The brewing industry still provided strong growth through the © 
1970's and Fitwas’ not until letowards the end of the Lo/Us'that® the 
stagnation started to set in to parallel the situation in the 
United States and in Europe. It is a worldwide phenomenon, except 
for the developing countries. 


Pie.5064a sa. 


Mr. Cordiano: Correct me if I am wrong, but does the 


industry not have production facilities set up in the United 
States, or do we produce in Canada and export to the United States? 


Mr. Seagram: We all produce in Canada and export to the 
United States. We have no manufacturing operations in the United 
States. 


Mr Cordtanos"Is Te not *leastbple torseurup proauction 
facilities there? I am just wondering why you would not want to do 
that as part of your strategy. 


Mr. Seagram: It is a complex question and is as much a 
marketing decision as any. The most successful imported brand in 
the United States is Heineken. Heineken is shipping an awful lot 
of water over water to be able to be successful in the United 
States, if I could use that company as the example. When asked on 
many occasions why they do not establish a brewery in the United 
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States, they say: "It would destroy the image--the mystique, if 
you will--that is attached to an imported product. It would no 
longer be imported. It would no longer command the attention, 
being a domestically brewed product." 


This has happened with a variety of other international 
brands. Even under licence, rather than setting up their own 
brewing facilities, some have tended to fail even though they had 
enjoyed good success as an imported product. The Danish brand 
Tuborg is probably a good example of that. 


Mr. McGuigan: It is like VO whisky in the United States? 


Mr. Seagram: Yes. If the Seagram companies established a 
distillery to produce VO in the United States, it would become a 
domestically distilled product rather than imported from Canada. I 
think that brand would disappear very rapidly. 





Mr. Ferraro: 1 have a supplementary about the scenario 
Bob presented you with, along the lines of Joe's question about 
establishing a plant there. 


If there were free trade, it would be a consideration of the 
breweries to put a plant in Buffalo or wherever to distribute 
throughout Canada. Would it not be an equally possible scenario, 
because of your capital investment in the provinces and in this 
case Ontario, to expand your provincial base? 





You said you could compete over a 10-year period. Could you 
not perhaps expand your provincial base and distribute in the 
United States as opposed to building a plant there? Is there not 
an equal argument for that? 


Mr. Seagram: There is an equal argument. As I suggested 
earlier, I do not think any of us have looked at that option very 
carefully, but the prospect is there. The interesting thing is 
that Ontario starts from a much more secure base, because we do 
have some large facilities here that could be expanded. 


Mr. Ferraro: Because:of location and all the rest of it. 


Mr. Seagram: Yes. If you could combine in one facility 


your needs for both the Quebec and Ontario market, you would have 
a very competitive plant. It could take on Americans in their own 


market under equal distribution and retailing systems. 


Mr. Ferraro: Given time. 


Mr. Seagram: Given time. nie 


~ 


Mr... Elgie;: Given,that the province is willing to give up 
her original part of the business. 


Mr. Mackenzie: I would like to take the discussion back 
to where Mr. Elgie was coming from a few moments ago, back to the 
beer industry in Ontario. Did I hear you correctly in your 
comments on free trade and the restructuring that would be 
necessary? Did you say we could lose up to 63 per cent of the jobs? 
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Mr. Seagram: That was a national figure. 


Mr. Mackenzie: Do we have figures that apply to Ontario? 
Is it the same ball park, or what are we talking about? 


Mr. Morrison: When we looked at it as an industry on a 
national basis, it was impossible to get down. There are too many 
decisions that have to be made that have no valid base. When we 
use the numbers on a scale of, say, a reduction from 39 to ll 
breweries, and we talk about the employment reduction, it must be 
understood by members of the committee that is a mathematical 
extrapolation of the US standards imposed by their performance in 
order for us to be competitive. 


We put a caution in our brief that it is just that, some 
number-crunching. When it comes down to practical application, you 
have to look at it very carefully. 


Mr. Mackenzie: What you are telling us then, without 
being able to verify the 63 per cent, is that you are facing a 
substantial job loss with the rationalization that would be --. 
MEecessary-LOroperace. 


Suppose we ended up with either a free trade agreement with 
the United States or opening it up and we did not have the 
restructuring; what would happen to the 10 operations in Ontario? 
Would several of them be subject to going under? 


Mr. Seagram:)*That is°a distinct possibility. I wouldinot 
like to be more specific, but yes. Mr. Twiner raised the 
interesting issue when it comes to American brands already 
licensed in Canada and how they would be treated because, as he 
pointed out, in the Ontario market they represent up to 14 per 
cent of the beer volume sold. 


It is a tricky question, but you would have to look at the 
smaller units, whether they are in Waterloo, Sault Ste. Marie or 
Thunder Bay. Obviously they would be the first to go. 


Mr. Mackenzie: Neither of these scenarios takes into 
account the other suggestion that was made by Mr. Elgie, that you 
might very well have a decision, under rationalization, that new 
plants should be put up across the border. 


Mr.. Taylor: “Or™in"Quebee* 


Mr. Mackenzie: Or in Quebec. 


Under a free trade agreement, are the small regional 
Operators, which you referred to briefly, even more vulnerable 
than the°major* prants)* either with or without restructuring? 


Mr. Harrington: Ours are, because they are older and 
smailers [n° otir°%Gperation,*in wheat Pewilhie calivecentrals Canada >. hwe 
have five breweries: three in Ontario, one in Quebec and one in 
Manitoba. Under true, wide-open free trade, we have to assume that 
there would be only one. 
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Mr. Mackenzie: You would go from five to one? 


Mr. Harrington: I cannot say for sure, but common sense 
would indicate that. 


Mr. Ferraro: Would a phase-in period be 10 years? 
Mr. Harrington: That is what we are all asking for. 
Mr. Ferraro: But would you still have the same job loss? 


Mr. Mackenzie: We do not know what the phase-in period 
would do. The point I am trying to get at is the bottom-line 
situation we are facing immediately in respect of the request that 
we open up trade in this province. What you are clearly telling us 
is that there is no validity in the "small is beautiful" argument, 
that we have a situation in Ontario where, with rationalization, 
three or four would remain. 


Mr. Harrington: Probably. 


Mr. Twiner: Another element of this which deals with 
another aspect of government public policy is the environmental 
aspect. If you look at the statistics on the American market, you 
will find the containers are nonreturnable glass bottles and 
aluminum cans. Given that scenario where nothing has to come back, 
it is logical to ask, if you do a radius around the free trade 
market, where would you want to be? You would want to be in the 
eentresotathatenadiuss 


Mr. Mackenzie: What we are looking at 1s, a potential 
reduction from 10 operators in Ontario to three or four. We give 
up the small operation, no matter what value it has regionally or 
nationally, and we decide that once again we are going to be 
controlled by the argument that bigger is better, by maybe three 


major operations. 


Mr. Harrington: The only hope for a smaller plant would 
be if it became even smaller and supplied that area only. 


Mr. Mackenzie: Or became a real specialization, l 
presume. 


Mregbarcapetonselhateaseexactly right. 


Mrendwaners. 1TEyoug Llookuat.therhistoryoofythe< Uso, beer 
industry, from which we assume the total continental United States 
is a free trade market, that is precisely what happened. The small 
people just disappeared and it became a concentration of power. 


Mr. Elgie: As I understand it, the small breweries did 
not survive very well in the United States. 


Mr. Twiner: No. 
12 noon 


Mr. McFadden: The submission this morning is 
interesting. First of all, this industry is the most regulated 
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manufacturing industry in Canada by a country mile. Every other 
group that has appeared here at least has talked about the impact 
of free trade and tariffs without all this provincial regulation 
across Canada. 


It is clear that all this regulation was put in place not 
for economic reasons, as I understand it. There were tax reasons, 
but a lot ofvit was ‘social vobjectives; which grew outeot van 
earlier temperance period where it was felt to be socially 
desirable to maintain and control people who were manufacturing 
beer and other spirits. 


As a consequence of all this regulation, we have a situation 
in Canada where we do not have what you would even loosely call 
free trade. As I understand it, the witnesses have said this 
_morning that they are suggesting first of all that the Canadian 
government and/or the Ontario government should spearhead the 
development of free trade in the brewing industry. We would have 
to makéia stepein that@direction: That is accurate, 1 take it, and 
you have made that very clear. 

This would be the first delegation we have heard from that 
has suggested a major change in how Canada handles its trade 
arrangements internally. It also has a potential impact far beyond 
anything this committee has been thinking about in terms of the 
regulation of spirits and how that is all going to be marketed, 
manufactured and so on. That would presumably have to be a 
precondition in our position before we would move on to free trade 
discussions *attall with the United: States;-as 1 undérstandsre:. 7i 
think that is what you have been saying this morning. 


I am curious about one thing. We have heard about the 
American market and the monster breweries they have down there, 
and I assume that any one brewery is servicing a market larger 
than Canada. Are you aware of any nontariff barriers that might 
exist in any American jurisdiction? We are going down to visit the 
US people next week, and we are going to have a chance to meet 
government officials. In your studies of the free trade issue and 
your work in relation to the potential countervail application in 
the United States, are you aware of any nontariff barriers that 
exist in the United States? 


Mr. Seagram: It is a matter of degree, whether it is a 
real barrier. We do have access to each state with our products, 
provided we adhere to the rules that prevail in each state, and 
they vary. Labelling and packaging restrictions are quite severe. 
Those cause us and the American brewer the same sort of 
inefficiencies, but I could not say they were real barriers; they 
are hurdles. 


What we are saying about Canada is that there are some 
hurdles. However, when it comes to Ontario in particular, the 
American brewer has access to this market and to each market in 
Canada. There are hurdles--call them nontariff barriers or what 
you want--but they are not denied access. We are not absolutely 
denied access to any of the 50 states of the United States, but we 
do have our problems marketing our beer there in adhering to the 
variety and diversity of regulations. 
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Mr. McFadden: From state to state? 


Mr. Seagram: Yes. 


Mr. McGuigan: In regard to hurdles, perhaps it is in the 
information you gave us, but what is the Canadian tariff against 
American beer coming in here, or is there any tariff? Also, what 
is the tariff going the other way? 


Mr. Morrison: It is a minor problem, the tariff problem. 
I think both industries have stated it is not the issue. It is in 
the nontariff barrier area. Canada charges the equivalent of 15 
cents against six cents that the Americans charge Canada. 





Mr. McGuigan: Fifteen cents per what? 





Mr. Morrison: I am trying to recall the unit. That would 


be per barrel, I would think. As a percentage of the cost on a 
consumer basis it is not significant, to the point where the 
Americans said the tariff was not the basis for their complaint. 


Mr. McGuigan: Right. We have no tariff. 





Mr. sMorrason;siituis-;very.smali. 
Mr. McGuigan: Very close to no tariff at present. 


Mr. McFadden: On free trade with the United States, if 
you look at duties, we are almost there now. Even if we were to 
remove the duties, it would not have much effect one way or the 
other anyway. 


Mre,Mornison:dNosvSixocents US pertgalion.is the cost to 
Canadian breweries going in and 15 cents in the other direction. 

Mr oMcGhigants “btd@isrtprettysinsdenificants 

Mr. McFadden: Our main concern here is the way in which 
this industry has developed. If we were to head towards a 
situation whete the Americans would have unlimited access through 
their distribution system and so on, there would have to be a 
massive restructuring, as Mr. Mackenzie has pointed out, with an 
attendant, inevitable loss of jobs in order for the industry to 
Survive. 


Mr. Seagram: That is true. There is one factor we have 
to keep in mind. Mr. Twiner raised it. The degree to which we 
would be affected on the labour front would be highly dependent on 

#the rules and regulations governing the packaging of the beer. We 

have in Canada a system that works darned well in collecting, 
returning and reusing bottles and collecting and recycling cans. 
The American system is not based on that, with some exceptions, 
and the exceptions are growing. 


Mr. Elgie: You would have to look at returnable 
containers. You would have to require that they import into this 
country only returnable containers and they would have to set up a 
return mechanism in the province for bottles they were not going 
to reuse any more anyway. 
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Mr. Seagram: Which does not now exist. We are talking 
about nontariff barriers. We have deposit laws to meet in various 
states. There is no deposit law that affects the American product 
in Canada. Try taking your empty bottle of a Mexican brand or of 
Heineken back to the LCBO for a return and you will see what 
reaction you get. But any beer consumer of a Canadian product can 
take his bottle back anywhere else in Canada and get his deposit. 


Miss Stephenson: The next step is obviously a recycling 
mechanism in the LCBO. 


Iintér ject bons vAnd-ingthe United «States. 


Mr. Ferraro: I am thinking of a free trade scenario and 
I keep thinking about Amstel Breweries not being here. Are there a 
lot of other brewers in the world that, if there was a free trade 
situation between Canada and the United States, would want to set 
up production either in Canada or the United States? Then of 
course we are into the rate of exchange and all the rest of it. 


Mr. Seagram: There—could be. One is in the planning and 
development stage in Quebec. It is partially owned by the Artois 
group in Belgium, a very large brewery in Belgium. The Japanese 
are very successful brewers with very large, highly-automated 
breweries. Their technology is first-class. They could be 
interested in being able to look at the North American market in 
totale Yes: there sare some. 


1253.0 ap aie 


Mr. Ferraro: Which argument is prevalent, though? Do 
they come to Canada in that scenario or do they go to the United 
States? © 


Mr. Seagram: I do not know. The question they have to 
answer is the question that was posed earlier: what does it do to 
your existing position in the market as an import in converting it 
to a domestically brewed product? The history in the United States 
has not been good on that score. There have not been successful 
conversions, and this is why I think the Japanese, who enjoy a 
decent share of the US import market, have hesitated to build a 
Dbare:. 


Mr. Ferraro: Would our own breweries not argue the 
Opposite, though, with the licences? 


Mr. Seagram: They could. 

Mr. Ferraro: I do not think Miller and Bud are suffering. 

Mr. Twiner: Again, they are in what we would term a more 
popular-priced segment. If you go the other way, O'Keefe has what 
is perceived down there as a premium product. 


Interjection: Or Canadian Club or something. 


Mr. Twiner: With all the attendant mystique of brewing a 
premium product. A specific experience in our own company was that 
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we failed quite badly in owning US breweries and producing a 
| popular-priced product in the United States. We had to sell those 
breweries. 


Mr Ferraro: But int fact you“are not ‘producing any 


difference in price in Canada. 


Mr. Twiner:°Mr.°Seagram's*point*is that there is a 


| product perception difference. 


Mr. McGuigan: Moosehead beer is doing pretty well. 


Mr. Morrison: Or Heineken and Amstel. When the Heineken 


group moved into Hamilton, it bought an existing brewery and 
continued to produce the brands here, but it did not produce 

| Heineken for either Canada or the United States and it did not 
mproduce Amstel for the United States. Asin the case of Heineken, 


it still ships Amstel from Holland to the United States, and to 


develop its US access it developed a new brand that was not in 


Canada or the United States and sold it as an import in the United 
States. 


Mr. Cordiano: Under a free trade agreement you would not 
price at a premium if you were exporting that. Is that correct? If 


you are going to export-- 


Mr. Harrington: You could for the image of the brand. 


Mr. Cordiano: But that would restrict you to that 
segment of the market. That is what I am saying. It would be three 
per cent, as you stated earlier, and that would probably not 
offset some of the loss of share in the Canadian market; 
therefore, you would have to make up that segment of share in the 
US. 


Mr.»Seagram: Your pricing would be more a marketing 
consideration than a production consideration. 


Mr. Cordiano: Absolutely. 


Mre Seagram: Price®is. a’ very*important marketing tool in 
the United States at both ends of the scale: popular-priced or 
discount beers versus premium-priced beers, such as Michelob and 
others that are produced in the United States. But it would not be 
cost driven; it would be marketing strategy that would determine 
yOurvprice. 


Mr. Cordiano: Would the industry be able to capture 
enough of that US market under free trade conditions? We are 
looking at what might happen to the industry in Canada as a result 
of free trade, but how would you fare in the US market? You said 
you would be competitive in a production capacity. 


Mr. Seagram: If we could be competitive on the 
production side, there is a case to be made for the Canadian 
brewery in the United States. We are confined to relatively few of 
our brands being marketed in the United States, but we all have 
quite a stable of brands here in Canada. We could perhaps develop 
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a strategy that would allow us to compete, because we have the 
production efficiencies in the mainstream segment, and as well be 
able to continue to produce for the premium-priced segment. 


It opens up all sorts of possibilities. As I say, we have no 
concerns about being able to compete if we are able to produce on 
an equal basis. 


MresElgierethat: ret lesstatement. 1s sehe ginberesGanogome . 
To be able to compete means that the supported price of barley 
would have to be looked at. 


Mr. Seagram: Yes. 


Mr. Elgie: The tax that is paid on the products here 
would have to be made competitive. So we are talking not just 
about rationalizing where it is produced but also about putting 
you in a competitive position vis-a-vis the original product, 
barley, and vis-a-vis the tax structures in this country. 


Mr. Ferraro: Do not forget the wages. 


Mr. Elgie: The wages too. Plus the bottle issue had to 
be another issue. 


Mr. Seagram: We have always worked as partners with 
government in this business and I foresee we still have to work 
our way through this as partners in order to make it possible for 
us to compete and be competitive. 


Mr. Elgie: Lfi@those partners want toi help you compete, 
they would have to change those particular aspects of your 
problem, would they not? 


Mr. Seagram: Thaé fis right. 


Mr. Mackenzie: More tax dollars. 
Mr. Elgie: Then get the taxes from somewhere else. 


Mr. McGuigan: I want to try something. Given the fact 
there is virtually no tariff now and we are not talking about free 
trade--so many people have mentioned free trade in the sense we 
are simply going to eliminate the border and move any product any 
way we want to. We are really talking about enhanced trade. It is 
negotiating freer trade but not totally free trade. 


As Miss Stephenson said this morning, Mr. Mulroney answered 
a question by saying he is not going to dismantle Canada. He is 
going to continue our social and economic programs, and each 
province will have input but will not negotiate this deal with the 
United States. It is Canada that is negotiating, not Ontario, 
Alberta or Quebec. Nevertheless, we think our word is going to be 
listened to in Ottawa. It would appear to me the brewing industry 
is in a fairly strong position in this whole matter. We will not 
easily give up the position the brewing industry has or the 
provinces have. We are probably in a fairly strong position in 
these negotiations. 
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Mr. Seagram: I would hope you are right, but we do feel 

| vulnerable. As has been raised, we are quite a visible target for 
| the Americans. Action is being taken by individual brewers filing 
ma formal complaint. I know it is in draft form. Such a complaint, 
I understand, ultimately receives the attention of the President. 
We do feel in jeopardy. 


Mr. McGuigan: Does that call for countervailing? 


| Mr. Seagram: Yes, that could be a prospect. Mr. Morrison 
can comment in better fashion, but they could impose real barriers 
| to the Canadians. 


Mr. Twiner: Let me observe too, we have seen some 

federal governments finding it very easy to give away a provincial 
bargaining chip in the interests of the Dominion. When you deal 

| with huge issues like automobiles, lumber and oil and gas, it is 
very easy in the process of negotiation to put a highly popular 
item like beer on the table, regulated extensively by the 
provinces, and use that chip at a federal level, impacting 
tremendously on the province. 


. Mr. McGuigan: Since the brewing industry is pretty 
strong in Quebec and the federal government remains in power 
pretty much by its Quebec support-- 


Mrosb leave ypPoObLieiesszaqann.. 


Mr. McGuigan: --you are probably in a fairly strong 
position. 


2920 4p im: 


Mr. Morrison: The fact that it has to be assessed is 

part of our concern. What Mr. Twiner says is perfectly true. The 
US government is not restricted to taking retaliatory action on 
equal products. They can say, ''We do not like the way you are 
trading beer so we are not going to allow your hogs in," or ''We 
are going to take it out on lumber." They may well not bother to 
go after beer in the short term. They will apply the pressure 
where they get the heaviest response. 


There is no way to anticipate how the Americans, who are 
very good negotiators and look after their interests, may apply 
tneir unhappiness over this beer situation. You cannot simply say, 
"We might be better off to forgo that--since 10 per cent of our 
sales are in the United States--and look after our home market and 
adjust accordingly." The Americans can apply pressure on this 
economy and this country in a lot of other areas. 


Mr. McGuigan: We let their corn and soybeans in here 
free. We could very easily-- 


Mr. Ferraro: Back to the barter system of 1985. 


Mr. Morin-Strom: I have a question on the issue of 
rationalization and what the Canadian industry might do to become 
more competitive if there is a move towards a free market in beer. 
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From my understanding of the way most businesses operate, 
they would not lightly take to the idea of spending $2 billion, as 
you have suggested would be necessary to put in modern, efficient 
facilities. The companies would look very closely at what other 
alternatives are available. Would not one of the prime | 
alternatives be to purchase, or lease on a long-term basis, some 
of that underutilized capacity in the northern United States, 
particularly the mothballed plants? 


Mr. Seagram: The Miller plant, which is the mothballed 
plant in’ Oho, “could bean “attractive proposition. Wt tis’ pretty 
darned expensive and it means we would turn our back on existing 
investment. But we have learned how to do that. We have been 
closing breweries over the years--very infrequently, but it has 
been happening--in British Columbia and in Saskatchewan more 
recently. 


But the answer is yes. It would be a very interesting 
proposition to take surplus capacity that already exists for the 
North American market, especially if it is a more efficient 
capacity, and use it to replace outmoded, small-capacity 
production which is inefficient in its own right and that does not 
have the benefits of economies of scale. 


Mr. Morin-Strom: ron say it might be expensive to buy. 
Presumably that is on the basis of it being expensive for Miller 
to’ burld it. But when@a company is not*utiltzing ‘a faci Prayer 
will often sell it for a much lower price than the replacement 
cOSstvotthattiacrirrcy. 


There might be another approach to attack this problem. It 
has to do with this concentration of the industry size in the 
United States and the fact even the sixth-largest brewer is double 
the size of any of the three major Canadian breweries. The move 
might be in the direction of a US brewery buying up one of the 
three major Canadian breweries--or all three may get bought up in 
the long run. The US breweries would see that as an opportunity to 
get the goodwill of the name, the reputation of the Canadian 
product in our market, and be able to utilize their facilities, 
perhaps in conjunction with some of our existing facilities, to 
supply the Canadian market. 


Do you think that would be a possibility? Is that the kind 
of thing that has already happened in the United States in the 
dissolution of the smaller breweries there? 


Mr. Seagram: In the US context alone, very much so. The 
growth of Heileman and the growth of Stroh are examples. They were 
modest brewers just 10 years ago, ranking way down the scale, but 
grew through acquisition and rationalization of facilities. Stroh 
has a long Detroit history but has closed down its brewery there. 
It acquired Schlitz, "the beer that made Milwaukee famous," and 
closed down its brewery in Milwaukee. Pabst hardly exists any 
more; it was another major Milwaukee brewer but no longer exists 
there. Just one brewer remains, Miller. 


You could extend that sort of thinking to include Canada. It 
is not outside the realm of anyone's imagination to think of an 
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American brewer with financial power and access to the total North 


American market coming in and acquiring one or more or all 


Canadian breweries and attempting through its financial might to 


| rationalize and dominate. 


Mrs oMorin=Strom:*Sosreally rationalization might not 


| only mean rationalization of facilities in Canada, it could mean 


the rationalization of the industry on a North American scale and, 
in fact, leave no new breweries efficient production facilities 


| here in Canada. 


Mr. Seagram: That is a prospect, but I would suggest a 
very long-term prospect. Efficiency, for example, is a relative 
issue. We do operate some pretty darned good breweries. 


Again, we get to the packaging issue. Canadians have been 
world leaders in the packaging of returnable containers. No one 
has in the past, or up until recent years, run filling lines and 
filling speeds of returnable reusable containers as fast as 
Canadians with high-speed lines. So there are parts of our 
Operations that are as progressive as any you would find, but we 
do not have the size to put it all together. That would take time 
to develop and capital. 


Mr. Morin-Strom: Even under an integrated market, given 
that we have some good facilities here too, are there not some 
advantages to a brewer who is looking at selling both in Canada 
and the United States to having facilities in both areas? An 
American, I would think, would have an incentive to get a piece of 
the Canadian action, to utilize your capability or your expertise 
in handling refillable containers and to produce his beer in those 
facilities here and, likewise, produce the Canadian brands down in 
Ene Us? 


Mr. Seagram: That is possible. For example, a brewer who 
is remote from the northeast of the United States, the New England 
States, could easily develop a strategy that through acquisition 
of a Canadian brewer with Montreal-based facilities could do a 
better job of servicing the northeast, looking after the eastern 
part of Canada from Montreal, rather than going in and building a 
new capacity in the northeastern part of the United States. The 
prospects and the possibilities are wide open under the free trade 
scenario, but we are not in a position right now to handle it. 


Mr. McGuigan: I have one short question. Do you use any 
Sugar in the brewing of beer? 


Mr. Seagram: Sugar per se, no. We use as part of our 
ingredients adjuncts which are corn-based, depending upon the 
brand. Corn syrup or corn grits is one of the brewing materials we 
use. It does not make much difference. 


Mr. McGuigan: What I was getting at is Canada's sugar 
policy seems much different to that of the United States. We buy 
the cheapest sugar in the world. Why would you not use sugar 
instead of corn? 


Mpemoearnam-etteme ics jour istiigarerexpenti. 
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Mra Harring tons: alam mom aneexpert,-on jit, but eas el 
understand it, you can be far more precise in the brewing 
technique with syrup than you can with sugar. We are into two per 
cent, three per cent, four per cent or five per cent beers now. To 
control the alcohol in there, it has to be very accurate. 


Mr. McGuigan: You have a sort of corn-based-- 
Mr. Harrington: That is what I understand, yes. 


Mr. McGuigan: What I was coming at was tnat some of the 
disadvantage you claim in the barley malt might be overcome by the 
fact that sugars in Canada are much cheaper than they are in the 
United States. 


Mr. Seagram: Now you are affecting directly, if you 
like, the quality and the taste and flavour preferences of 
Canadian beer consumers. We still produce some beer here in Canada 
which is produced totally from barley malt without any 
supplementary adjuncts. It depends upon the procucks the lightness 
and some of the licensed brewing formulae. 


We have a very wide range of products available now to 
Canadian consumers. The Canadian consumers never enjoyed such a 
wide variety of beers in the history of Canada. You have 
Operations such as Jim Brickman's on the small scale and specialty 
products, but you also have from the major breweries, unlike the 
picture that is painted by much of the media, a wide variety of 
products. 


A Lowenbrau from Molson is a different product from a Labatt 
Classic, and they are both premium priced. A Miller product is 
quite different from an O'Keefe ale and a Molson Golden is a very 
much different type of product to a Labatt Blue. The consumer 
knows this because he expresses his wish in his repeat purchases, 
very much by his buying habits. 


Mr. McGuigan: So the answer is there is no advantage on 


this side of the border as far as sugar is concerned vis-a-vis the 
United States? 


Mr. Seagram: I do not believe so. 


Mr. Chairman: Thank you very much, gentlemen. The volume 
of questions obviously reflects the interest the committee has in 
your industry. 1 think 1t is fair to say, fande “do moOt)cChinked ,am 
out of line in saying, that every member of the committee, 
regardless of party, has a real sensitivity to the concerns you 
have in the discussions that are ongoing and we appreciate your 
_coming here. 


Mr. Seagram: Thank you, Mr. Chairman, we have enjoyed it. 


Mr. Chairman: Before the committee disperses, there are 
two items. First, I would remind you that we are meeting this 
afternoon at 1:30, not two o'clock; so we will have a very short 
lunch hour. Gary Posen, the Deputy Minister of Intergovernmental 
Affairs, and Peter Wallace from the Ministry of Industry, Trade 
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‘and Technology, will be giving us an in camera briefing prior to 
our going to the United States. Thereafter, the press will be 
invited back in. I think that is the wish of the committee when 
‘(Mr.« McGuigan gives his report. 


| Second, at the request of some members of the committee, the 
departure time on Monday for Washington was moved back to 3:50 
p.m. Mr. Taylor has indicated that may be unsatisfactory in view 
of the fact that it results in arrival in Washington at the rush 

|} hour. I think he has expressed the preference for leaving at 1:25 
op .m. 





Miss Stephenson: That gets one into the rush hour in 
Washington. 


Mr. Chairman: Does it? 
Miss Stephenson: Washington is a little like Ottawa. 


Mr. Chatrman: Le has an early rush hour? 


Miss Stephenson: It starts about 2 p.m. 


Mr. Chairman: It is the view of the committee then that 
Mm OUsisepreleraple; sis ati Werwill stayoat 3-50 and inform Mr- 
Taylor of that. 


The committee adjourned at 12:35 p.m. 
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- ONTARIO TRADE REVIEW 
(continued) 


Mr. Chairman: Before we hear from our delegation this 
orning, I would like to put something on the record. I believe I 
speak for everybody who was in Washington when I say that we 
should be indicating our gratitude to the Canadian Embassy, Mr. 
Gotlieb, and counsellors Jim Wright and John St. Jacques, who were 
superb in organizing things for us and helping us find out as much 
as we could in the short time we had in that city. 





We had to work pretty hard, in so far as hours were 
concerned, to talk with all the people who were lined up to talk 
to us and I think we all reached new vistas of understanding what 
is going on in that city, which is extremely complicated 
politically. 


I would also like to extend our thanks to Jane Lindley from 
the congressional research service, who did a superb job in 
putting together the various staff people with whom we talked from 
both branches of Congress. 


Obviously, while Hansard was not present in any of those 
meetings, a lot of ideas and concepts that we picked up there will 
see the light of day eventually in our report to the Legislature. 

This morning we are very fortunate to have representatives 
from the Association of Canadian Advertisers Inc. speak to us. We 
have John Foss, the president, and Yves Ameline, the vice-chairman 
of the board of directors. Gentlemen, we have the morning and it 
is our usual practice to let our visitors make a presentation if 
they wish, with minimal or no interruption. We tend to be very 
persistent questioners thereafter, so if you have something you 
want to say initially, perhaps now is the time to start. 


ASSOCIATION OF CANADIAN ADVERTISERS INC. 


Mr. Foss: Thank you. I am John Foss, president of the 
association. Seeing that you have just returned from Washington, lI 
hope you were not dealing with any dyed-in-the-wool Yankee fans 
while you were negotiating yesterday. 


When we received your invitation to appear before you, Il 
pointed out that we do not have a formal submission to make to you 
in relation to your mandate to look into the bilateral trade 
options between Canada and the United States. It was stated you 
may have some questions relating to the advertising communications 
field and we will be happy to respond to any such questions. 
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With me today I have Yves Ameline of Procter and Gamble Inc. 
Procter and Gamble is one of the largest Canadian advertisers; it 
is part of a large multinational corporation. Mr. Ameline is also 
vice-chairman of the board of directors of our association. 
Together, we may be able to provide you with information and 
opinions in areas of advertising communications from the 
advertiser point of view. 


LO SLO a.m. 


Perhaps it may be of interest to you to get a nutshell 
picture of the Association of Canadian Advertisers. It was 
established in 1914 and we currently represent about 220 major 
Canadian corporations from coast to coast. Our members invest more 
than $1 billion in advertising annually to help market more than 
$100-billion worth of goods and services. Our members and national 
advertisers account for an estimated 85 per cent of the television 
advertising revenue and we represent decreasing percentages in all 
other media where, in particular, the retailer advertiser plays a 
larger part. 


Before questions, allow me to touch on a few areas in which 
we think you might be interested, particularly since you have just 
returned from Washington, where Bill C-58 is of concern. That was 
a tax measure which made the use of US media a nondeductible 
business expense to Canadian corporations. 


Advertisers opposed this tax measure when it was first 
introduced. It has since proven itself to be a valuable help for 
Canadian broadcasters and magazine publishers. Some television 
broadcasters would not have made it without the help of this tax 
measure, and the magazine industry also benefited considerably. 

Bill C-58 was instrumental in giving Canadian consumers 
viewing and reading choices they would otherwise not have had and 
in enabling Canadian media to bring Canadian news and viewpoints 
to Canadians. At the same time, however, this tax measure had the 
effect of increasing the advertisers' costs, depriving the 
advertisers of certain audiences, such as those delivered by 
children's programming, and restricting the availabilities we had 
until:that time. 


Our main objection at the time of its introduction was the 
fact that the government used a tax measure to impose limitations 
on businesses in reaching their customers. To achieve support for 
the Canadian media, the advertisers had to pay. higher prices to 
reach their audiences. In other words, it not only deprived US 
media of all income but also favoured the Canadian media, which 
would have been seen as a good and positive measure, but it also 
deprived Canadian advertisers of cost-efficiencies and regional 
availabilities, which was not so good. 


Another area we have had a lot of questions and discussion 
about is what we call spillover. Advertising by a parent company 
in the United States, in publications or in the broadcast media 
with readership and audiences in Canada is, in our opinion, not 
depriving Canadian media of any significant revenue. Should there 
ma spillover, we think no Canadian budgets would increase at 
cat ae 
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In many cases, spillover from the United States may have a 
Mmegative effect: a different label or package may be shown, 
recipes could be promoted in US measurements and thereby not work 
as well when Canadians make them, or different formulas of certain 
products will not be under the same brand, as is often the case. 





Canadian viewers, more than readers, do not always recognize 
that they are watching US signals rather than Canadian signals and 
this can cause us a number of problems in contravention : 
Canadian regulations and also of our self-regulatory codes. This, 
in turn, causes public uproar and complaints in the so-called 
specialty pay channels authorized by the Canadian Radio-television 
and Telecommunications Commission. Five American channels can be 
‘shown, with US commerciais, none of which carry the regulatory 

_ burden that the Canadian channels have to respect. 






Another issue is the production of television commercials. 
‘This was a much greater concern in previous years; now we think it 
is a two-way street because US productions being made in studios 
here for exclusive use in the United States have become a reality. 
We must, as Canadian advertisers, have the opportunity of going 
outside Canada during certain times of the year when weather is a 
factor. A summer commercial is sometimes made during the winter 
and sometimes contains a particular destination or other 
requirements are demanded. We are committed, however, to making 
certain that the highest possible percentage of Canadian 
|productions are made in Canada. 





| At this time, we probably have less access to making 
/commercials in the United States than the US has to making them 
j}here,; from the point of view of both the talent and the crews that 
-are involved in that enterprise. 

These are some of the comments touching on some of the 


subjects that may be of interest to you. We are now available to 
answer questions. 








| Mr. Chairman: This, of course, is what we have been 
defining as a service industry. Would you care to comment on the 
movement of labour back and forth, i.e., advertisers? It tends to 
be a profession in which, although it may be important to have 
knowledge of this country, people do move back and forth across 
the border. Is that correct? 


Mr. Foss: To a very small degree. I will ask Mr. Ameline 
to add to this, but in my opinion very little movement of labour 
is involved in the advertising communications process. Advertising 
/management people at the corporate level normally make their whole 
careers within the Canadian environment. Actually, there is more 
movement in other sectors of multinational EQEDORSS LONE; in my 
opinion. 


| In the advertising agency end of it, where there are 

multinational agencies, they will hire Canadian talent here. There 

has been a movement of the top executive levels, generally more 
where the US corporations have required and take in Canadian 
talent. You have some Canadians who have made their careers by 
going into either international or US operations more than the 
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other way around, at least in the latter time frame. 


In productions and in talent, the performers’ unions prevent 
any substantial move in that sector, so there is not a great deal 
of mobility in the labour sector at all. 


Mr. Ameline: I would confirm that, both at the 
advertising agency level and at the advertising corporation level, 
there does not seem to be a great deal of movement of advertising 
talent. What John said about trying to develop local talent 
applies to most major corporations, particularly multinationals. 
The era of developing talent in the United States and then 
implanting managers to run the local operations is truly a thing 
of the past. Most multinationals now try to grow local talent. 
That can involve some movement from one part of the world to 
another, for training purposes mostly. 


In that respect, Canada is playing the role of training 
ground for international managers in quite a few corporations, 
because it enables a corporation to move a manager, a promising 
development person, from an international subsidiary into the 
North American context and give him exposure to the alleged 
sophistication of North American advertising, if you like, on a 
scale that allows him to be trained more quickly than if he had to 
deal with the complexities of the US market. So Canada acts quite 
a bit as a training ground for advertising managers throughout the 
world, but that is hardly a large movement of labour across 
borders. 


Mr. McGuigan: How do these people get permits to work in 
Canada? 


Mr. Ameline: I frankly do not know, but-I do not believe 
there is any difficulty. 


10720 Rasim’ 

Miss Stephenson: It is much more difficult going the 
other way, but there is very little problem. 

I am trying to think of one very senior advertising 
executive in the major multinational corporations in the past 10 
years who has come from the United States to take over a branch 
plant. I can think of several who have gone from Canada to the 


United States, but I really cannot think of one who has come here 


from the US. We seem to be the source for a whole range of things 
rather than-- 


Interjection. 


Miss Stephenson: Yes, they do, but they are not the very 
senior executives. For the last 10 years, since I have known 
anything about advertising, at any rate, the president of the 
Canadian branch has not been an American who has been transplanted 
here. 


Mr. Taylor? Por ’eFari fieat ions, vam trying to get the 
message that you as an advertising organization are conveying 





| 


| 
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here. Do I hear you complaining that we have established a 


/nontariff barrier in the nature of a tax regime that does not 


| 
| 


{ 
y 

















recognize legitimate expenses when they are incurred for payment 
of advertising in the United States, apart from Canada? Do I hear 
that as an objection? 


Mr. Foss: It was an objection at the time of the 


introduction of Bill C-58. Everyone was talking about the benefits 


that could accrue by taking that measure, but there was no mention 
that somebody would also pay for it. 


Mr. Taylor: So-you objected at that time. 

Mr. Foss: That was at the time. 

Mr. Taylor: Now you do not? 

Mr. Foss: We have seen the benefits to Canadian magazine 
publishers and television stations. Since it was introduced, one 
of the things we objected to was that they were cutting out 


availabilities that were required in all the major markets. They 
were giving some of the television stations in Toronto ‘diterally a 


|monopoly for a while; they could set their own rates and there 
| were double-digit increases on a regular basis after that. 


In the meantime, Global has to a degree been built by this 
measure and has filled those availabilities, so the damage is not 
as big now as it was during the first years. There is no point in 
complaining about the years that have already gone by, so now we 
ate recognizing in equal measure the benefit and the detriment of 
Shatsbill. 


The advertiser, however, ended up paying for it. It is not 


always recognized that it increased the cost of advertising behind 


the products and services that are offered in Canada. It made it a 
little less efficient because it deprived us of certain audiences 
that have never really come back in as an availability. But 
advertisers always manage to do it in the most efficient way, 
given whatever circumstances we have to work with. 


Mr. Taylor: If government regulation restricts your 


efficiency and then you have to find ways around it to become 


efficient again, I hardly think that is a constructive move on the 
part of government. 


Mr. Foss: It was not seen as such by us at the time. 
Over a long enough period of years it has contributed, however, as 
we mentioned in our opening remarks, to the establishment of the 
Canadian television stations. As an example, Global would not have 
come into full bloom in this market as quickly as it has without 
that measure. 


Mr. Taylor: Subsidized by the advertisers, who again are 
being paid by the consumer. 


MrVweEOSS4s Dabs i seri cot. 


Mr. Taylor: You are taxing. the consumer of the products 
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in order to promote greater Canadian television presence in the 
country. If that is the object of the exercise, I guess we are 
mixing economics with social pianning. 


Mr. Foss: Absolutely. That is exactly what has taken 
place. There is a social good that has been mixed in with the 
economics of the situation. 


Mr. Ameline: Our concerns remain, but at least we have 
seen some good come out of it that we really did not expect at the 
time. When it was brought in, we thought there would be nothing 
but bad things about Bili C-58. 


Mra? Taylor: There's no* ill wind’ that. does 10t blow some 
good. 


Mr. Ameline: That is right. 


Mr. Mackenzie: When Mr. Taylor interjected, he dealt 
with a question I had in mind right off the bat, and that was your 
comment that it has proved itself to be a valuable help for 
Canadian broadcasters and magazine publishers. Some television 
broadcasters would not have made it without this help, and the 
magazine industry has benefited considerably. 


Apart from its being a national good issue, I take it, 
inasmuch as your opposition has been muted to some extent, if I 
read your brief correctly, that there is also a very definite 
benefit in a healthier Canadian broadcasting and magazine 
industry, which has the potential to spend a little more money on 
advertising. : 


I wonder whether there is any way you can make the tradeoff: 
what you think you would lose, which has not been nearly as bad, 
and the fact that we now have a much healthier Canadian entity in 
advertising, the media, the magazines. 


Mr. Foss: By building up the Canadian media you are not 
increasing advertising efficiencies or anything like that. 


Mr. Mackenzie: Without help, if some of these had gone 
under, they would not have been able to do any advertising; so 
there is obviously a tradeoff. I take it that this is the reason 
it is not as bad as you thought it would be. 


Mr. Foss: With Bill C-58, effectively all the 
advertising on border stations was blocked off and all the US 
publications that had a substantial Canadian circulation were 
blocked off. They were very efficient from an advertising point of 
view. Their use had grown to the point where some of the Buffalo 
stations had a larger Canadian audience than any of the Canadian 
stations. That was efficiency to us. From a nationalistic point of 
view, it was not a very happy situation. 


When it was blocked, we pointed out that they were 
penalizing one sector of the economy to favour another. At a given 
point if that is fully recognized, as we suggested it should have 
been, the mixture of the two elements of a social nationalistic 
good offset by-- 
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Mr. Mackenzie: The thing that is very difficult to 
recognize is that this was an increasing presence, as everybody 


said. How much would we have survived without the measure of the 
bill? 


| The other thing I wonder about is that you mentioned we are 
a training ground here in advertising and there may be a tendency 
for somebody to be trained here and pulled back to the head office 
Operation. If we opened things up even further, what would that 
say about our ability to keep even the advertising firms here, 
notwithstanding the argument that you like to have a local 
operation or presence? Some of the big operators could very well 
decide, as we have heard some of the plants could decide, ''We do 
not need the Canadian option at all." 








Mr. Foss: In this case we think almost the opposite is 
jthe case. It is being built here, and the Canadian talent that is 
being developed in this sector is in many cases so good that it is 
given higher responsibilities in the other international 
Bperarions. 


There is also mobility in that -Canada represents only one 
tenth of the US scale, and it is a terrific opportunity to bring 
in a number of the talented people who are being developed 
overseas and give them experience here. Some of them remain in 
Canada; they are not taken back out. They remain here for years on 
that basis, while a Canadian may go into other levels of the 
organization. 


| Both the advertising agencies and the advertising production 
operations in Canada have become stronger and stronger, and a part 
of the reason is the fact that we have been plugged into all the 
best that is going on internationally. We have an easy flow of 
information between the US and Canadian firms, and as a result, we 
have been able to build that sector to the point where, in 
production terms, many of the US companies are now coming here to 
do their production because we have studios, talent and crews that 
are considered the best available. 





Mr. Mackenzie: It may have as much to do with the dollar 
'value as anything else at the moment. 


| Mr. Foss: It helps. 
10:30 a.m. 


| Mr. Ameline: We do not see any real risk of Canadian 

branch offices being closed and repatriated to the United States. 

It has not worked any time it has been tried. About 10 or 15 years 

ago, Quaker Oats tried to do that; they closed the Canadian office 
and tried to run the Canadian operation out of Chicago. It was an 
unmitigated disaster for them, to the point where they quickly 
Came back to Canada and reopened their local operation. That is 
probably the pattern that would exist if there were another chance 
EO do that. 


Mr. Mackenzie: The number we have lost and that have not 
Tepatriated were pretty heavy losses to this country too--Bendix 
in Windsor and many others. 
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Mr. Chairman: There are no real nontariff barriers right 
now to your doing that. I take it you are saying it is simply not 
wise to do that. Is that fair? 


Mr. Foss: Since Quaker, there have been others. The 
member for Hamilton East (Mr. Mackenzie) will recognize that they 
have had a couple in his community. For example, International 
Harvester took back certain levels of its operation to Chicago. 
However, it was a corporation in deep trouble internationally; 
that is what demanded the shift. It had nothing to do with the 
belief that they could do better somewhere other than the Canadian 
operation. They simply had to cut back substantially. 


Mr. Mackenzie: It is the rationalization that bothers 
me. We may very well lose the rest of the Harvester operation as 
weli. 


Mr. Chairman: We should clarify something for the 
committee, and I was a little confused. You are all representing 
advertisers, the bottom line, the people who pay the bills, not 
necessarily advertising agencies or intermediaries. Is that 
correct? 


Mr. Ameline: That is right. In fact, not advertising 
agencies. 


Mr. Chairman: In fact, not advertising agencies. 


Mr. McFadden: You are on the other side of the coin, are 
you not? You are the people who use the agencies, and I presume 
the agencies have their own association to discuss their 
particular issues. 

I want to raise two or three matters as far as the 
advertisers are concerned. When someone seeks to launch a product 
in Canada or market it to the Canadian audience, would you 
typically have new creative work done or would the more typical 
case be to just take the American creative and use it here? I know 
it varies from company to company, but I wonder if you could 
review a product launch or something of that nature. 


What would be the typical situation? Obviously, if you are a 
Canadian company, you are going.to advertise in Canada; but if you 
are an American company seeking to launch a product in Canada, 
what would be the typical approach that would be taken here? 


Mr. Foss: Let me jump in first again. Yves Ameline may 
be able to give some specific examples from his corporate 
background, but in the aggregate within our membership if anyone 
were to try to make use of the US campaign, the US planning and 
the US creative in today's market, it would fail almost assuredly. 


We have recommended against that for the past decade. There 
have been incidents where that has still been attempted. For a 
national launch into Canada, recognizing the two official 
languages, the American creative would fail so miserably that it 
was quickly proven to them. However, a lot of damage could have 
been done if they had attempted it. 
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In today's situation most of them would study this market 
and develop it for this market; they would make sure they had all 
the information about every little difference in attitude, culture 
and any other condition before they attempted a product launch 
into this market. 


Mr. Ameline: It is almost a colour commentary. I think a 
launch is essentially no different from any other campaign, with 
perhaps one little element of difference: the stakes are very 
high. Obviously, the first six months to a year of a new product's 
life are absolutely crucial to its eventual success. 









Most multinational corporations operating in Canada, in a 
sense, look at the United States as the best and cheapest market 
there is. Clearly, if a product has been successfully launched in 
‘the United States with a particular advertising campaign, you are 
not automatically going to start by throwing that campaign into 
the waste-basket. You are going to look at it very carefully to 
‘see what its strengths are, and how each strength has contributed 
‘to the end result. 





Having said ‘that, the decision still rests in the hands of 
the Canadian corporation and its agency. While the concept may be 
ecty close to what was done in the United States--and here what I 
am saying is obviously coloured by my experience with my own 
‘company--you would very seldom take a US commercial and air it in 
Canada. You would very often take a US concept, adapt it for 
Canada and produce it here, which from the standpoint of jobs and 
economic impact amounts to very much the same thing as if it were 
an original idea coming from Canada. 


This is not just a US-Canada phenomenon; it is really 
international. The flow of advertising ideas goes every which way 
'around the world. When a good idea is developed in Europe, it is 
oo at very carefully in North America for any merits it might 
nave. 


| Mr. McFadden: When you are involved with the creative . 
work here, I take it that virtually all the jobs related to that 
would be created here in this country. They might take a concept 
from the United States, a storyboard or something from down there, 
and simply do the production work here. 


Mr. Ameline: That is right, and you still have 
copywriters at the agencies involved in the development of the 
lmcinal copy, etc. 


Mr. McFadden: I take it the same thing would apply if a 
Canadian company wanted to launch in the United States. They would 
typically hire an agency there to do the production work in the 
United States. 


Mr. Ameline: I would suspect so. 


/ Mr. McFadden: I am curious to know whether you have a 

figure for the amount of employment in the advertising business 
your members here might create. Have you ever developed a figure 
on that? What would this be worth to the Canadian economy in terms 
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of gross revenue, say? You might have an easier idea of that. How 
many people do you think might be involved in some way in the 
advertising sector here? 


Mr. Foss: We do not have any actual figures to give you 

on that. I know there have been attempts to assemble some picture 
of it, because we often appear before the Canadian 
Radio-television and Telecommunications Commission and if there 
are certain measures that have an impact in a negative fashion, we 
would like to show that they could be detrimental to the whole : 
labour force involved in the process. It is substantial, because | 
there are so many subservice sectors to this business. 


The only figures we have, as I mentioned, are that our 
members place about $1 billion worth of advertising annually--that 
is the aggregate of their budgets--into the operation, and our 
membership sells in aggregate about $100 billion worth of goods 
and services. A certain amount of that is labour-intensive, and it 
gets into the advertising sector. Perhaps we can begin to try to 
extract some kind of impact it might have on the labour situation, 
but we do not have any numbers. 











10:40 a.m. 


Mr. McGuigan: My concern is about the free trade talks 
that are expected to come from Ottawa to go to Washington as a 
follow-up to the summit meeting of last March. What would be the 
position of the Association of Canadian Advertisers? Would you 
wish to retain the provisions of Bill C-58? Obviously on the 
United States side, when they sit down in negotiations, services 
are very much at the head of the list they have as a target in 
negotiating a free trade deal with Canada. Would you willingly 
give up Bill C-58? Obviously you would have done so when it first 
began, but now you are not so sure. 


Mr. Foss: Again, we may now have a difference of 
Opinion, because it is a subject we have not dealt with officially 
within our ranks. All I can do is to respond with my personal 
Opinion on that subject. Given the opportunity, I would like to 
see it disappear. 


I think that during this period the benefit we have referred 
to has happened, and from now on it will simply be competition on 
a level that will bring out the best in the situation. They now 
have survived; they will now come back in. I do not think they 
will disappear should it be opened up again. Maclean's magazine is 
not going to fold if Time is allowed in with a Canadian edition 
again; Global is not going to go away if the border stations come 
in and compete for the audiences they have. 


We feel that competition of this nature brings out the best 
in products. It may sometimes bring out the worst in men, but it 
is good for the cause. 


Mr. Ameline: I would agree. As business people, we would 
have no concerns. As individuals, as nationalists, depending on 
how strongly you feel about Canadian cultural identity, you might 
have a range of concerns. Obviously we want to maintain a certain 
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Canadian cultural identity and protect it. The need for protection 
is really a matter for speculation and estimate, and it will 

probably differ from individual to individual among our membership. 





Mr. McGuigan: 1 take it your biggest concern would be in 
the cultural field as Canadians rather than as a business people. 


Mr. Ameline: To state it simply, I would say it is the 
only field in which we see a potential concern. 


Mr. Ferraro: We have had witnesses here who are 
‘proponents of it. Some of them are nervous about free trade; some 
are dead set against it. Specifically, the agricultural sector and 
‘the brewing industry have concerns, and understandably so. 


In your organization do you find that some sectors are dead 
‘set against the idea? Has there been much discussion? Or is there 
basic unanimity? 


Mr. Foss: You are talking about the overall trade and 
‘manufacturing industries involved? 


Mr. Ferraro: Yes. > 


Mr. Foss: Our membership represents all of these 
corporations from the viewpoint of their communications and 
advertising effort. We are quite unusual in comparison to most 
trade associations in that we represent the function of business, 
whereas the Canadian Manufacturers’ Association or the chamber of 
‘commerce represents it on a manufacturing basis, which we do not 
normally get involved in. It spills over, and we sometimes 
participate in those discussions as well. 


Mr. Ferraro: That is. what ob was mote interested in. 


| Mr. Foss: We do not formulate any of their policies or 
decision-making in that sector. When they tell us, "Open the 
border and we will be in trouble, because we know there is a plant 
with unused capacity right across the border,'' we say, "Obviously 
this is something that is very detrimental to your particular 
Dusiness.'' We can share that concern with them, but it- is not 
something on which we either take a position or in which we play a 
decisive role among our membership. 


Mr. Ameline: I think I should clarify that my earlier 

‘comment applied to the issue of the removal of Bill C-58, not the 
|whole free trade issue because, as you point out, the brewers, who 
are an important constituency for us, are very concerned with free 


trade. 


, Mr. Mackenzie: On what do you base your belief that we 

are now--without the help and protection of something like Bill 
'C-58--strong enough to survive, given the size and potential of 
the United States? We obviously needed C-58; at least most people 
definitely believed that at the time it came in, and it has ; 
_worked. Now you say we are strong enough. 


My concern is that it sounds like some of the free traders 
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are ask ing us to have faith without being able to tell us what the 
upside is. A lot of people before this committee have been able to 
tell us the downside. Given the potential, the size and power of 
the United States, what makes you think we would not see a return 
to hard times with the removal of such a bill? 


I understand you saying you think we are now strong enough. 
Why? Without this bill, the same pressures would be there that got 
us’ into ‘troublein™the first*prace, 


Mr. Foss: It is a personal assessment or belief that 
enough time has transpired. From my days within the cerporations, | 
I know that if I could get a year protection for tne introduction 
of a new product, a new business, I can make it. I would not want | 
protection any longer. Then I would want to participate in the | 
competitive environment that existed. The time has now come for 
those publications, those broadcasting stations, that did get that 
lease on life by being given this protection for this period of 
time. 





If they cannot survive, having had that kind of protection, 
that kind of start into the area of business they operate in, then 
they are inefficient. Perhaps they should not be part of the 
community of services if they cannot survive ORR with 
others. 


Mr. Mackenzie: 1 know I am stretching the comparison a 
bit but we have some Americans who have argued very strongly in 
the same way about our fishermen. They say they cannot survive on 
their own because the Unemployment Insurance Commission keeps ours 
going the eight or nine months of the year they cannot fish. They 
say that is an unfair subsidy. 


Mr. Foss: As part of the whole free trade question you 
are dealing with, a number of sectors may have to be designated. 
This was the case in the common market in Europe. The agricultural 
business of France for a long time was given protection beyond any 
of the principles they had agreed to about easing off and all the 
rest. This happened over a period of time. It is beginning to be 
liberalized more today than it was 10 years ago in that sector. 


We may have to do this on a very gradual basis with the 
agricultural, fishery and forestry sectors here, to give them the 
same opportunity that communications and these other elements have 
had up to now. But if we are going to succeed in a global market 
place, we have to be competitive with outside competition at a 
given point. 


Mr. Chairman: One of the major issues, if we get down to 
brass tacks, is obviously going to be the issue of publications 
and cross-border television signals. Those are both matters that 
were raised to us and the United States. They are also matters 
that would perhaps fall into the category of the cultural sector. 
Therefore, many people here--even the most concerned advocates for 
freer trade--have said they have to be protected. I gather from 
your submission there is really no argument as far as advertisers 
are concerned for strong continued protection in either of those 
areas. They say there is no need for it. 


| 
| 
fm :50 a.m. 


| Mr. Foss: There is no strong uniform argument for 
protection in those areas because the advertisers know that if 
they are looking for efficiency, ensuring the greatest efficiency 
in bringing goods and services to the Canadian consumer, it should 
be available to them, whereas, as Yves Ameline was pointing out, 
‘there are differences of opinion when you slip to the social side 
of it because you have to weigh nationalistic concerns for certain 
sectors of our business and they should become a little more 
conservative. 





| Miss Stephenson: Perhaps beer is a cultural concern in 
Canada. 





Mr. Foss: Did the Mackenzie brothers not prove that? 


| Miss Stephenson: The Mackenzie brothers notwithstanding. 
You did not have anything to do with that, did you? 


Interjection. 


| Mr. Chairman: Thank you very much. Your presentation has 
been clear and precise. I think you have clarified some areas that 
we were interested-in finding out about and we appreciate very 
‘much your preparation and your appearance here today. 


Mr. Foss: It was our pleasure. Good luck with your work. 

Mr. Chairman: Thank you. 
| I should indicate for the record that in my opening remarks 
this morning I neglected to indicate what should be accolades from 
everyone on the committee for the good work Mr. Arnott did in 
“smoothing our trip to and from Washington. There is no doubt it 
made things a lot easier. He was so concerned about so many little 
things we tend not to think about until the last minute and he did 
a superb job. 


Mr. Taylor: We have come to expect that high level of 
performance. “ 


Mr. Chairman: We do. That is why we-- 


| Mr. Hennessy: That is right. He will be the next 
Canadian ambassador. 


Mr. Chairman: That is why we sometimes take it for 
granted. 


Interjection. 


Mr. McGuigan: Next time warn us about the salt and sugar 
at the ambassador s table. 


Mr. Chairman: That is right. 
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Mr. Mackenzie: At the risk of having a problem with the 
chairman and the clerk, may I also suggest that next time we are 
away in a lovely city like Washington for as much as five days, 
that at least one afternoon be kept aside so that you could do a 
little cultural visiting? Eight in the morning till five and six 
at night every day is a little much. 


Mr. Chairman: That is a point well taken, although we 
did have a lot. You will have to admit, Mr. Mackenzie, it is not a 
simple matter to comprehend what is going on in that city. 


Mr. Mackenzie: That is my problem. Some of us you can | 
only observe so much. 


Mr. Chairman: I guess if we have other things to do, and 
having been away most of us probably do, we have an extra hour 
right now. We will see you at two o'clock. Perhaps we should go 
off the record. 


The committee recessed at 10:54 a.m. 
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ONTARIO TRADE REVIEW 
(cont inued) 


Mr. Chairman: As we could get started, there are a 
couple of things I would like to say. 


You have just been handed a document called US-Israel Free 
Trade Area Agreement Implementing Legislation. Mr. Arnott was 
given this by Mr. St. Jacques of the Canadian Embassy before we 
left, and he received it from the United States administration. It 
may help to clarify some of the things we heard at noon on Friday. 


Also, Mr. Traficante has received approximately five inches 
of material from the Economic Council of Canada in response to a 
request we made when we were up there. There are no copies of it 
but he has it available; we do not intend to copy it. He will give 
uS summaries tomorrow morning. However, we appreciate it and no 
doubt there is,some good material in it. 


Mr. Chairman: This afternoon, we are going to hear from 
Ian Thompson, who is an MBA student at the University of Windsor 
and is involved in the Centre for Canadian-American Studies at the 
University of Windsor. This has to do with a submission which we 
asked for and received some time ago, and I think it is exhibit 
38. You should have that exhibit; you received it some time ago. 
We have asked the centre to follow up on that. 


Mr. Thompson is doing his thesis on this issue and perhaps 
it has some special relevance because we have not made plans to 
travel to that part of the province; that is, Windsor. While he is 
not going to be talking about the significance of that part of the 
province, it is significant to the University of Windsor because 
of its close proximity to Michigan. 


IAN THOMPSON 


‘Mr. Thompson: Thank you very much for the opportunity to 
come here today. During the past 30 years, the Centre for 
Canadian-American Studies at the University of Windsor has 
conducted annual seminars on key Canadian-American issues. In 
November 1984, the focus of the seminar was on prospects for 
future trade relations between North American countries. 


A brief highlighting some views presented at the conference 
has been submitted both to the federal joint committee on Canada's 
international relations and the Ontario select committee on 
economic affairs. 


I would- like to take this opportunity to expand on some of 
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the views raised in the brief that pertain specifically to the 
issue of unrestricted bilateral trade with the United States, as 
well as express some other views from other sources that have come 
to my attention as a result of my own research on this very 
current and extremely complicated matter. 


Canada's search for an optimum relationship with the United 
States will always be an exercise in trying to obtain the greatest 
possible economic advantages with the least possible sacrifice of 
political independence. Historically, the allure of economic 
integration in the United States has increased whenever Canadians 
feel economically vulnerable and lack confidence in their ability 
to prosper on their own. 





The personal philosophies of the incumbent Canadian Prime 
Minister and the American President also have significant 
influence on the direction and pace at which the talks proceed. 


Positions taken on this issue vary widely depending on the 
special-interest group being represented, ranging from maintenance 
of the status quo to unrestricted free trade between the world's 
two largest trading partners. 


The international and domestic challenges facing the 
Canadian economy negate the viability of the status quo option. 
Hundreds of thousands of Canadians are unemployed for other than 
seasonal or transitional reasons. Our traditional strength in 
world resource markets has been badly eroded by rising costs as we 
have to move to more remote, lower grades of nonrenewable supplies. 


Significant amounts of renewable resources, i.e., forest and 
farm land, are being exhausted through poor management practices. 
Alternative sources of supplies for currently weak global demand 
are being developed in other countries, often through government 
enterprises that discount domestic costs to earn vital foreign 
currency and preserve employment. 


In the manufacturing sector, many Canadian firms are 
experiencing mounting pressures from international competition. 
Their plants frequently suffer from the inefficiencies that result 
from inadequate scale and lack of specialization.- Compounding the 
problem is a Canadian dollar that is overvalued relative to most 
nations other than the US. Moreover, protectionism in foreign 
markets is on the increase. 


Not only are Canadian tariffs, which had formerly restricted 
competitive imports into the Canadian market, coming down, other 
countries are now raising nontariff barriers that tend to restrict 
Canadian producers' access to their markets. No country depends 
more on expanding trade than Canada. Thirty cents out of every 
dollar of the country's gross national product comes from exports. 
Canadians clearly have a lot at stake. 


The Canadian tariff scale, like those of most other 
countries, is escalated; that is, it is very low or zero on 
resources but it rises as goods become more highly processed. Thus 
it provides its heaviest protection to manufactured goods. 
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If only this tariff were removed, Canadian manufacturing 
would likely contract. However, the issue is removal of both US 
and Canadian tariffs. Thus we would be getting rid of US tariffs 
‘that are also escalated and that would consequently deter Canadian 
exports and- production of highly processed goods. These goods have 
‘to pay a higher tariff at the US border. We therefore tend to 
_ concentrate on exporting duty-free resources. 
| In short, the Canadian tariff encourages us to concentrate 
on highly processed goods while the US tariff pushes us in the 
other direction, towards a concentration on resources. 





SSS Sse 


| A soaring US dollar has pushed American-made goods out of 
reach of many foreign customers and turned the long history of 
‘trade surpluses into a staggering trade deficit projected to reach 
$150 billion this year. 
| 


The threats on the economic side, which Canada simply must 
[not ignore, include the continuation and probably the 
intensification of existing US nontariff barriers and new US 
protectionism, particularly under the label of fair trade. 


| Free trade advocates claim the only way for Canada to avoid 

|\these trade barriers is to negotiate a bilateral free trade pact 
with the US. The principal benefits of removing the US barriers to 
ie nadian goods would be the economic advantages of producing for a 
"domestic" market of 250 million people. Canada is the only major 
|industrial nation without free access to a market of 100 million 
consumers. This market access would generate substantial 

| efficiency gains in the production of goods exhibiting significant 

| economies of scale and-or economies of specialization. 


| This resulting increased specialization in Canada in 
-|selected export lines where there are economies of scale would 
reduce manufacturing costs. These cost reductions and increases in 
| ee would eventually allow Canadian producers to increase 





their wages or reduce their prices, or both. In fact, inexpensive 
imports would force them to reduce their prices. Thus, because of 
a combination of lower prices and increased wages, Canadian real 
| income would rise. 


It should be stressed that such predictions assume that an 
open border would prompt Canadian manufacturers to specialize for 
the US market and thereby spread their costs over longer 
| production runs. 
| Estimates of these and other Canadian income gains that 
|}would result from removing Canadian-American trade barriers ranged 
from five to 10 per cent of Canadian gross national product. That 
is obviously quite large. The C. D. Howe Institute predicts up to 
a seven per cent increase in living standards resulting from lower 
consumer costs through increased competitition from US products 
-and from larger production runs in Canadian plants able to serve 
| an expanded market. 
: It also predicts a wider variety of consumer goods and a 
-teduced flow of investment to the United States by Canadian 
companies that move there simply to avoid US tariffs. It also 
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foresaw an end to the branch plant nature of the Canadian economy 
caused by American-owned companies establishing Canadian 
subsidiaries to escape tariffs. 


Studies by professors Richard Harris and David Cox published 
by the Ontario Economic Council, Ron Wonnacott of the University 
of Western Ontario, and the Business Council on National Issues, 
among others, report similarly impressive findings. 


On the other side, the effects of removing Canadian barriers 
against US goods also offer potential benefits to Canada. 
Canadians would increase their consumption of bargain-priced 
goods, both imports and import-competing goods and, to some 
degree, imports would displace higher-cost Canadian production. In 
other words, we would be giving up products in which we have a 
comparative disadvantage in order to acquire them less expensively 
by importing them instead. 


There would also be economic costs inherent in any free 
trade agreement with the United States, although many of them 
would likely be of a one-time or transitional nature; one-time 
meaning things like plant retooling, transitional meaning things 
like job transfer. Once the border is open, at least some US 
subsidiaries which originally established here because of the 
tariff may be tempted to relocate and supply Canada from the 
United States. 


Moreover, as industry in the United States tends to shift 
from the northeast and midwest to the sunbelt, some Canadian 
subcontractors will not have the advantages of location near 
formerly northern industries and lower wage rates they once could 
claim. They may have to follow their markets ‘southward. Thus, 
there can be no guarantee that enough jobs would be available in 
localities Canadians wish to live at the wages they think they 
should receive. 


In some areas, high levels of unemployment may result. 
However, this to some degree has been occurring for several 
decades due to technology changes. It should be recognized this is 
largely an adjustment issue that Canada is going to have to come 
to terms with, irrespective of its future relations with the 
United States. The fundamental question is really whether the 
magnitude of these adjustment costs and their allocation could be 
less disruptive and more equitably shared through a comprehensive 
trade agreement negotiated with the United States. 


A major concern that is often expressed by those opposed to 
freer trade with the United States is that a bilateral agreement 
might prove to be only the prelude to a loss of sovereignty. It 
would probably be unrealistic to claim there would be no loss of 
Canadian political independence since there is’ inevitably some 
tradeoff between greater economic integration and less sovereign 
flexibility. This is especially the case for Canada in any 
strictly bilateral accord with.the much more powerful United 
States. 


As Carl Beigie stressed in his policy paper, The Future of 
Canada-US Trade, it is important to make the distinction between 
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Canadian policy independence in theory and in practice. The vast 
network of US trade barriers seriously constrains Canada's policy 
options today in a host of areas. 


Accordingly, many of the limits imposed by a Canada-US 


agreement would occur in areas where Canada's actual policy scope 


is already greatly circumscribed. Moreover, an efficient Canadian 


economy would provide additional resources for the exercise of 


effective sovereignty in areas where some true independence 


remained. Skilful negotiation should help to minimize sacrifices 
of sovereignty in areas that are regarded as having priority by 
W@anadians, e.g., cultural affairs. 


Also, critics say that in a future bilateral dispute the 


United States could exercise a mass influence on Canadian policy 
by simply threatening to cancel a free trade agreement on which 
Canada had become economically dependent. 


An extensive study by the Business Council on National 


“Issues concludes that this possibility is highly unlikely. Out of 


hundreds of treaties signed by the United States since the Second 


World War, only 10 have been cancelled, and of those, eight were 
with communist bloc nations. 


Realistically, Washington can already put pressure on Canada 
any time by blocking imports. The key question to ask ourselves 


is, how much economic and policy independence does Canada really 
enjoy now? We already depend on the United States for three 


quarters of our exports. Almost 2.5 million Canadians depend upon 


those exports for their jobs. American policies and economic 
conditions already have a profound impact on our policies and 
standard of living. The sovereignty argument might be more 
compelling than it is if we were not already so dependent on the 


US market. 


jee 20. (p.m. 


Yes, there are definitely a number of risks in any bilateral 


_agreement with the United States, but there will be risks with any 
Meecion that Canada might pursue. Take, for -example, the risk of 


\ 
i 
} 


large-scale unemployment from massive closings of US subsidiaries 
in Canada. That risk exists anyway in a number of industries 
because of already-agreed-to General Agreement on Tariffs and 


Trade tariff cuts and the competitive advantages of shipping 


certain types of production to the lower-wage-cost areas of the 


| globe. 


The economic philosophy of some hardcore free marketers, 
that any industry that cannot adapt and survive without the 
protection of tariffs should be allowed to collapse, is not as 
widely held a view as some would have you believe. Most supporters 
of free trade acknowledge that extensive support of the inevitable 
losers in any Canadian-US bilateral agreement would be a critical 
mart of an accord. 


The problems of adjustment can be resolved by transitional 
income support programs, job retraining and mobility measures. By 
hegotiating an appropriate transition period, introducing sunset 
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legislation with specific guidelines and within a specified time 
horizon for phasing in any agreement with the United States, the 
aforementioned risks could be reduced. 


An understanding that Canada would retain a flexible 
currency relationship with the US dollar would further assist the 
adjustment process. In any case, problems of adjustment can be 
dealt with more readily in a growth situation marked by expanding 
markets than they could be under an inward-oriented set of 
government policies. 


There are many developments that could result in a failure 
to negotiate successfully some form of comprehensive trade 
agreement with the United States. Canadian public opinion may 
require Ottawa to seek production safeguards, together with 
economic and-or political protective measures that the United 
States would be unwilling to accept. Washington might demand terms 
that Canada could not tolerate consistent with its sovereign 
status. Indeed, the possibilities for our inability to come to 
mutually acceptable terms are numerous. 


If, however, the potential economic benefits for Canada are 
as significant as they appear to be, it makes little sense to 
refuse to enter negotiations simply from fear of what might 
prevent their successful completion. Even if the arguments for a 
comprehensive negotiation should be accepted, it does not follow 
that the end result need be all-encompassing and extreme to the 
extent of a complete elimination of all impediments to commerce 
between Canada and the United States. 


As Carl Beigie stated at the 1985 national economic 
conference: "All that basically would be required for a mutually 
advantageous understanding is a broad-based pact covering a number 
of functional areas, i.e. significant nontariff distortions, a 
recognition of the importance of adequate transitional 
arrangements and a balance of particular interest to both sides. 
Reciprocal opting-out provisions for particularly sensitive 
sectors could be negotiated, as could an effective judicial 
mechanism to arbitrate future trade disputes. Basically, without 
recourse to an effective arbitration mechanism that exhibits 
power, the nontariff barriers will continue." 


In conclusion, let me state that I did not come here today 
pretending to have all the answers. In fact, quite often I wonder 
if I have even a few of them. I am not sure if any of us really 
does, but as we rapidly move towards a more integrated global 
economy, the list of alternatives that are realistically feasible 
diminishes. If Canada's economic malaise is to be reversed, some 
difficult decisions will have to be made by all Canadians and 
especially by you gentlemen. I am well aware of the unenviable 
dilemma which confronts the respected members of this committee. 


I would like to reiterate the same point I tried to make in 
a brief presented to the federal joint committee. The problem I 
refer to is the potential loss of jobs within specific industries 
that could result as a consequence of increased competition from 
more efficient foreign firms entering a marketplace not governed 
by restrictive practices. 
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A member of the provincial or federal Parliament who 
‘represents a riding where this threat is a very real possibility 
can hardly be expected to espouse the benefits of free trade when 
his re-elections depend upon protecting the jobs of the people who 
elected him in the fizist place. Nothing alarms a politician more 
than rising unemployment in his or her riding, and justifiably so. 
However, protectionist measures and government bailouts and 
subsidies are not the answer. These so-called solutions serve only 
to reward inefficient operations. The loss of jobs in certain 
sectors of our economy should be more than offset by economic 


growth in other key sectors. 


In this age cf global markets and the widespread disruption 


of industry in Nortn America, our problems will not be solved by 























the narrow focus thet is prevalent among many special-interest 


groups and provincial, regional and political viewpoints, but 
-tather by a desire to choose a course of action that is best for 
all Canadians. Canada was founded on compromises and held together 
‘by major compromises. Several additional compromises are needed 
/now if our present standard of living is to be maintained and 
/perhaps improved in the future. 


Mr. Chairman: Thank you. 


Mr. Thompson: I would also like to apologize to the 
ladies present because, if you read my submission, I referred only 


_to gentlemen. As I looked over the brief submitted to me, there 
| was no mention of anyone on the committee; so it was not an 
|intentional oversight. 


Miss Stephenson: You do not need to apologize; it occurs 


constantly. Having been one of the boys for 10 years, it does not 
make any difference to me. 


Mr. McFadden: I wonder if I could explore for a couple 


of minutes the sectors in which your research, or the research 
with which your group is associated, indicates the extent of 


further job Opportunities and those that might expect a 
contraction. 


One of the problems we have had in discussing this has been 
that the witnesses have appeared to be quite general in their 


comments, with their macroeconomic models and so on. This would 


appear to indicate that there should be an increase in economic 
activity if we were to develop a free trade arrangement with the 
United States. 


What we have been trying to get a handle on is-- 
Mr. Thompson: Who would be the winners and the losers. 
Mr. McFadden: Who might be the winners~and losers. 


I know that is hard to work out now. Various studies have 
been done by the federal and provincial governments to try to 
determine that. I am curious about what you and another group you 
are with have done with respect to this kind of firm input. 
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Mr. Thompson: In all honesty, our group is probably as 
guilty as the rest, because basically we are looking at the global 
picture. However, we have come across the potential losers. Being 
very specific, they would be furniture makers, beer companies and 
possibly the auto companies if there were a revision of the auto 
pact. 


Mr. Haggerty: Textiles? 
Mr. Thompson:” Yes. 


Miss Stephenson: They were already gone, anyway. 


Mr. Thompson: [I noticed the other day that Ed Broadbent, 
I believe, was speaking on the necessity of keeping the auto pact 
intact. Some people do not realize it was signed with safeguards 
built in for Canadian auto producers, and they were supposed to be 
phased out over a very short time horizon, specifically five to 
seven years, once Canadian auto firms could stand on their own 
feet. 


Being from Windsor, we have looked into this area much more 
closely, and we do not feel the Canadian firms could compete at 
this point. It is not so much the American producers we are 
worried about; it is more South Korea and Japan establishing 
plants in the United States and therefore competing with Canadian 
companies on an equal footing. 


Those safeguards are still in place, however, and that is 
why the auto pact has been very beneficial to Canada. 


Mr. McFadden: Are you proposing that what we might do, 
and you mentioned this during your brief, would be to exclude 
certain vulnerable sectors in the same way as the Americans might 
want to do that? Do you feel that is how we would get around 
perhaps the biggest adjustment problem? | 


Mr. Thompson: If:you are referring to, say, sectoral 
free trade, no. 


Mr. McFadden: No. I was referring to that fact I thought 
you were advocating a free trade agreement. 


Mr. Thompson: Right. 


Mr. McFadden: Maybe I heard you wrong, but I thought you 
said you recommended that perhaps some sensitive areas should be 
excluded from the overall agreement. 


Mr.~-Thompson: That was the intent of one of the points I 
made. More specifically, I was hoping for something like sunset 
legislation, allowing certain firms five to 10 years, say, to 
become more cost-efficient. If they cannot compete, be it Canadian 
or US firms or industries, given a certain time horizon in which 
they are still protected by the government to allow them to become 
more competitive with corresponding industries in the other 
country-- 
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Mr. McFadden: In summary, you are proposing a real free 


trade area that would encompass everything going back and forth 
between the United States and Canada with an appropriate sunset 
_period, as you call it, or what other witnesses referred to as an 


adjustment period. 


Mr. Thompson: That is correct for the most part. There 


are certain cultural sectors--for example, the Canadian 


Broadcasting Corp. and things of that nature--that should be 


excluded from any trade agreement. 


Eventually, we would like to see a comprehensive free trade 


agreement with the United States, but we are afraid there might 
not even be negotiations. It is more or less a question of how 
much time we have. The idea of just negotiating a pact with the 
United States should not be as much cause for alarm as it appears 
to be. There is nothing in writing saying, ''When one negotiates, 

| things are final." 








2:30 p.m. 
Mr. Taylor: Where is. the alarm? 


Mr. Thompson: I was not referring to the committee 
member s-- 


Mr. Taylor: No. What I meant was, you have a perception 


of alarm in terms of the concept of freer trade; how do you arrive 
mat that? 


Mr. Thompson: In Windsor, being a highly unionized city 
with a very New-Democratic-Party-oriented newspaper, a lot of the 
business headlines-- 


Mr. Mackenzie: Even the Liberals lucked out on that one. 


Mr. Thompson: That is not meant as a slight in any way. 
I have yet to read a column that has mentioned any possible 
benefits of free trade. A lot of them say: "We will be swallowed 
up by the United States. We will become the 5lst state. We will do 
Bhis. We will do that." | 


Certain industry sectors claim the same thing, that moving 
into a free trade agreement would be disastrous for them, and it 
might well be. 


Mr. Mackenzie: Your perception of alarm is from the 
Windsor area and the media in that locale? 


Mr. Thompson: Yes; it is more a regional distortion. 
This has been the focus of our studies in that area. A lot of the 
Speakers and a lot of material have been from Windsor and Detroit. 
When we bring in people from Ottawa, Toronto or Washington, which 
we were able to do last November, we find we are given a different 
perspective on the whole issue. 


Mr. Taylor: I want to follow up on my colleague's 
question. You seem to have a global picture. You are looking at 
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international competitiveness and the need for Canada to be 
competitive, first in the North American context, where we meet 
international competition even in the US market as well as in our 
own market. 


Do you see any validity to the concept of a 
deindustrialization of America in the sense that as we become more 
global and the tariffs and nontariff barriers are reduced to form 
a freer global community, there is no way North America can 
compete with the newly industrialized nations? Can you answer that 
without getting into a dissertation on Toffler, Nesbitt, Reich and 
these people? 


Mr. Thompson: One of the mnajor disadvantages we have in 
North America is the wage rate differential. When you have a lot 
of US-based firms deciding to move some of their plants and 
Operations to the Far East because they cannot negotiate with the 
unions, it causes you to wonder where the growth is going to be. 
In the past 10 years we have lost a lot of our competitive 
advantage to the Far Eastern countries, the newly developed 
countries. 


At the same time--you were talking of a global sphere-- 
there are certain countries that require foreign currency. I refer 
specifically to the United States. If the United States decides to 
go more towards protection and cuts off imports from those 
countries, they are not going to have the foreign currency they 
require. Also, the debts they are faced with are only going to 
mount; how are they going to repay them? 


They are in a far worse crisis then we are faced with. They 
are going to be lobbied from all sides; for example, by the steel 
industry about dumping from European countries and the South 
Koreans exporting more cheaply. 


Mr. Taylor: With your vision of the ever-diminishing 
globe, can you see any validity--I am back to my question--to the 
deindustrialization concept in the sense of mass-produced, 
standardized products? 


Mr. Thompson: I would think so. Maybe I am not 
understanding your question correctly. Are you asking me whether 
we are coming to a point in time where we are going to have 
certain operations set up globally? 


Mr. Taylor: No. I am asking you whether, when we achieve 
freer trade with the United States, we embrace them and their 
inability to compete with the rest of the world. In other words, I 
want to know whether this is a stopgap with respect to markets for 
us until we run right up against international competitiveness in 
a larger, North American context. 


Mr. Thompson: Okay. I think I understand you more 
clearly now; at least I hope I do. In the original brief that was 
submitted--I believe your committee has received it; I know the 
federal committee has--we were not advocating the US market as the 
be-all and end-all type of thing, but one of the headings we used 


referred to broad issues that must also be considered in bilateral 
trade. 


One of the issues was the fact that policies should be 
considered to encourage expansion of trade with Pacific Rim 
icountries. I do not mean to focus on the United States, but we 
have to be realistic. We are basically very dependent on the 
United States, but that is not to say we cannot expand our trade 
opportunities with the Far East. 


One of the major complaints they have had in the Far East is 
that Canadian business has been too conservative. This year we 
were fortunate enough to have several students from mainland China 
in our conference, an opportunity we have never had before, and 
three of them have worked for industry and trade for 10 years. 
They were saying that whenever they had to deal with Canadian 
businessmen, they found them ultraconservative and not willing to 
‘take a few risks and gambles in markets such as China, Indonesia, 
and Malaysia. 


| I am definitely not advocating that we throw everything 
‘towards the United States and that will solve our problems, but 
‘that other markets should be explored. 


Miss Stephenson: I think James's suggestion is that you 

would have heard the theory put forward that we were considering a 

closer relationship with the United States. That means simply 
becoming a partner in what is euphemistically called the 
'"deindustrialization of North America,'' or the shift of the 
manufacturing industry to any other part of the world, 

particularly the newly emerging countries, where there can be 
manufacturing at a relatively cheaper and therefore more 
competitive rate. North America is going to be reduced to 
extremely high and extremely low technology and nothing in between.. 


Mr. Thompson: The manufacturing will take place in all 
the-- 


Miss Stephenson: Elsewhere. 


. Mr. Taylor: But you are now seeing an evolution towards 
more service industries, or is that just a theory? There is also 
some common wisdom that says the economic centre of gravity of the 
world is shifting from New York to. Tokyo. Two hundred years ago it 
-was London, England; 100 years ago it shifted to New York; and now 
it is shifting to Tokyo. The emphasis is on Southeast Asia and 
that part of the world. Certain Americans are in that. 


I was wondering whether you had any broader vision with 
|Tegard to our role on the planet in economic terms, whether our 
embracing the United States in a free trade posture is simply 
_seeking solace and comfort on the way to a more difficult role-- 

Miss Stephenson: Economic oblivion is what you were 
| ZOing to say. : 


| Mr. Taylor: No. The role of competing with the larger 
part of the world and the population in Southeast Asia. 


Mr. Thompson: Meam rot tsume, 
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Mr. Taylor: Maybe that is economic philosophy, is it? 


Mr. Thompson: No. I would say you are probably better 
versed on.that than I am. You can see it happening today. As to 
how long it will continue, or to what degree, I am not sure any of 
us can answer. I do not know. I have my own personal views on why 
some of it is happening. 


Mr. | Taylor #-Do-not-tell anyone, they Qwirll=thinkeyouWareé 
SEAZY + 


Mr. Thompson: I would rather keep them to myself at this 
BOuWt. 


Mr. Chairman: Mr. Haggerty has a question. 
2:40 p.m. 


Mr. Haggerty: I would like follow up on the thoughts 
expressed in Jim's comments. In 1969, there was a report by the 
Commission on International Development, chaired by Lester 
Pearson, called Partners in Development. It was submitted to 
Robert McNamara, the president of the International Bank for 
Reconstruction and Development. The key point in that report was 
that a buck is a buck, here, in the United States and in other 
places throughout the world; the labour rate would have to remain 
about equal to be competitive and to get into the area of world 
free trade. I do not think anybody is afraid to use the words 
"free trade" as long as it is fair trade. 


A few years ago, when the United States had difficulties 
with China, for example, they immediately sent out warning signals 
to their multinational corporations here in Canada, such as 
Westinghouse and General Electric. Right at home, one of the flour 
mills, either Robin Hood or Maple Leaf--I think it was Robin Hood; 
anyway, it was an American plant--was told it could not have any 
more trade with China. If we get into bilateral or free trade with 
the United States without some tradeoff, I can see us being 
shortchanged. 


You said one of your concerns was the unemployment risk 
involved. I think the key to this thing is job creation in the 
United States, in Canada and in other places. If there is a risk 
of losing jobs, we should take a hard look at the direction we are 
talking about going in the area of free trade. The United States 
wants the same kind of free trade agreement it has with Israel--no 
tariffs--but you are dealing with a small country there. What does 
Israel have? There are no minerals, no timber, no paper-- 


Miss Stephenson: No oil. 


Mr. Haggerty: No oil. No tariffs means, I suppose, that 
you could travel over there for a vacation and that sort of thing. 
But to use an example--and Mr. Mackenzie will bear this one out; 
we sat on the committee dealing with Inco layoffs--one of the 
problems of the United States is that it has no precious metals 
such as cobalt, which is used for armaments, special steels and so 
on. They were talking about going offshore to get it, mining it 


| 
| 
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down in the Caribbean. I can see moving in areas such as this. If 


it is for the benefit of the United States, they are going to get 


, 


To go back to the Inco layoffs, Inco and Falconbridge are 


Mecali-in- financial difficulties, and one of the reasons_is that if 


Bhey sold their nickel. at the price it cost to produce it here in 
Canada, at Canadian labour rates, we could be world competitive; 
but no, it is sold at the price of the American dollar. In other 


words, you are adding about 85 cents to 90 cents on a pound of 


nickel. The eastern European countries can put it on the market 


cheaper than that. That is the problem the United States faces 
today; its exports are almost nil compared to imports because of 


the value of the American dollar. 


If you go back to the report of Lester Pearson, it said 


dollar values would have to remain stable from one country to 
another. In other words, the labour rate was going to be the same 
throughout the world. That is going back to the old Corn Laws, is 
mt not? 


Miss Stephenson: That is a long time ago. 


Mr. Haggerty: The same thing will happen today if the 
American dollar remains as high as it is, and it is going to 


remain that high for quite a while. If we went into a trade 
agreement. with the United States today, almost everything would be 
at the price of the American dollar. Why? Because almost every 
industry in Canada now is multinational and controlled by 
_Americans. You still have Westinghouse, Inco-- 


Miss Stephenson: Not “almost every industry''? 
Mr. Haggerty: Just think. The paper mills-- 


Miss Stephenson: Not the majority. 
Mr. Haggerty: The biggest majority of the paper mills 


| are. MacMillan Bloedel-- 


Miss Stephenson: We have the accurate figures from the | 


Ministry of Industry, Trade and Technology. 


Mr. Chairman: Just slightly over half. 


Mr. Haggerty: The only one that is not in Canada io trrr 


| a guess, although it may be around. All I am saying is that the 


majority are controlled by multinational corporations. We do not 


control our economy in a sense. 


Mr. Thompson: I agree with you. I also think part of the 
problem with the high American dollar is the American deficit. lf 
it remains exorbitantly high, I do not think you are going to see 
a substantial drop in the American dollar. 


| Mr. Haggerty: Is it the American deficit or is it 
because of the banking institutions? The United States has lent 


money to the Third World countries and--it happened here in Canada 
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with banks--that money is gone. It is lost to them. There are 
billions of dollars there. One way to get it back is to keep the 
interest rates high. Eventually they are going to give it back to 
the ones who can afford to pay for that loss. 


The banks are not going to lose. An example that can bear 
that out was when the Chase Manhattan bank, when Jimmy Carter was 
the US President, froze all of that oil money that was brought 
over from Iran. That is how the whole thing started with that 
deal. The money could not be funneled through the system. 


Mr. Thompson: When you say the banks are not going to 
lose, I might question that. I think some of them will lose. 


Mr. Haggerty: Some have lost already. 


Mr. Thompson: Yes. When you get countries like Argentina 
and some of the other Latin American countries that are faced with 


exorbitant debts, they keep rolling the debt over and over. In 

fact some of them, such as Peru, are now refusing to pay anything 
more than 10 per cent of their foreign earnings each year. One of 
the banks did not get back this money. They were stuck between a 
rock and a hard place. Either they write it off completely with-- 


Mr. Haggerty: Which is what will happen. 


Mr. Thompson: Which will happen eventually with some of 
it for sure, or they keep agreeing to allow the countries to roll 
over the debt through so-called constraints that the International 
Monetary Fund imposes. However, these constraints further hamper 
these countries from earning the foreign currency they need to pay 
off the debt. , 

Mr. Haggerty: That is what is taking place here. The 
banks have kept the interest rates up to cover much of that loss 
and that is another area where we cannot be competitive with other 
countries throughoutfthe, world. Lt is.a vicious cireie, is*it not? 


Mr. Thompson: Yes. 


Mr. Haggerty: It goes back to the statement in that book 
that to have a global partnership and free trade among nations, 
the same labour rate has to prevail from one country to another. 
This is one of the reasons you see Japan coming back in now. It is 
more economical for them to come and invest their dollars here in 
Canada and the United States, particularly in the automobile 
industry, and that is what they are going to do. They cannot bring 
the automobiles in because of quotas so they will invest over here 
and still make the money on it because they are still going to 
sell the cars. This is what is happening. 


Mr. Thompson: Right. In answer or in response to another 
point you made about free trade between Canada and the United 
States, I think you might have been referring to the dollar and 
the size differential. The fact is they do control, as you said, 
the majority of our industry. 


You can also look at Australia and New Zealand. There is a 


| 


/ 


| 
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very Similar situation there and yet the studies have indicated 


New Zealand, since it has entered a free trade agreement, has 
benefited 10 times more than Australia. Australia's gross national 
product went up four per cent in five years. New Zealand has gone 


up over 20 per cent. They were in basically the same type of 


predicament. 


Mr. Haggerty: What are they dealing with mostly in the 


free trade agreement? 


Mr. Thompson: They eliminated everything. 
Mr. Haggerty: Agricultural products? 
Mr. Thompson: Everything. There was complete free trade, 


| j think, with the exception of some cultural sectors. 


Mr. Haggerty: But more so in renewable resources though? 


Mr. Thompson: Yes. 
Miss Stephenson: Most of the manufacturing is in 


Australia, as you know. 


Mr. Thompson: The only thing the Australians were afraid 
of was the agricultural sector because they had a lot more to lose 


there. Even that was not really affected in any ‘adverse way. 


As I said earlier, I do not propose to sit down here and try 


to pretend to the members that what I am saying makes sense. I am 


sure you have had other people and have had every range of 
possibilities placed before you and I am sure you are going to 


hear a lot more stories before the committee ends its sitting. I 
am sure you all have very intelligent and well respected opinions 
yourselves. You can get 10 economists up and they are like 10 


weather forecasters-- 


Mr. Haggerty: It depends on what scenario they are 


using. What is your answer though? You said you must consider the 
unemployment risk. What happens if you go this way and there are 
going to be numbers of jobs that are lost-- 


Mr. Thompson: Not entering or at least negotiating our 
free trade agreement could be just as risky, if not more so. When 
is the unemployment going to come down? Personally, I do not care 
Whether it is the NDP, Liberals or Conservatives. I do not really 
think anyone can honestly say, “If you implement these policies, 


we are going to have unemployment down to five per cent by the 


turn of the century." 


Mr. Haggerty: We will do what we did back in 19/76. We 
raised it from three percentage points of unemployment, which was 
Teasonable to live with, to 5.6 per cent and probably to get 
around that we would be raising it to 10 per cent saying we will 
have to live with that 10 per cent and then we will start all over 
again. 


= .0 p.m. 
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Miss Stephenson: This is a statement which is made 
frequentiy about the fact that in the Treasurer's statement in 
1976 there was a remark made about levels which would be 
considered full employment. 


Mr. Thompson: Yes. 


Miss Stephenson: There was an argument put by an 
economist that our old acceptance of three per cent unemployment 
as full employment perhaps should be reconsidered in the light of 
today's circumstances and put up to 5.6 per cent. Your party 
immediately stated, as did Mr. Mackenzie's, that this was the 
Progressive Conservative position, that a 5.6 per cent level of 
unemployment was therefore full employment in our minds. 


Mr. Haggerty: I did not put it that way. 


Miss Stephenson: However, it had nothing to do with the 
PC government. It had to do with the statement of an economist who 
had written a background paper for the budget. Is it reasonable? I 
do not know. Do you? 


Mr. Haggerty: I do not know. That is what 1 am saying. 
Miss Stephenson: What is full employment? 


Mr. Taylor: Do you see how the Tories become victims of 
Liberal rhetoric? 


Mr. Haggerty: 1 do not know about that. The question was 
directed to our witness. Is this what we are going to have to 
consider? They say the risks will be higher, so there will be more 
persons unemployed, and we will just raise the factor-- 


Mr. Thompson: No. What 1 said was I would be very 
Surprised if there was not greater unemployment in certain 
sectors, but I also said that from what we have studied we believe 
it will be more than offset by increased growth, economic 
expansion and reduced unemployment in other sectors. There are 
going to be tradeoffs involved. 


Mr. Haggerty: In what areas are you talking about 
growth? Where are the tradeoffs? 


Mr. Taylor: That is what Smith and Lipsey are saying in 
the C. D. Howe Institute study, as I read it. 


Mr. Haggerty: Has Lipsey presented any facts in that 
area, any documentation to take a hard-core look at that? 


Interjection. 


Mre-Hageerty: vit. 1s -speculation peis gic! 


Interjection. 


Mr. sHagperty: Would) youinvest in at, Mr. Taylor? 


E-1/7 
Interjections. 


Mr. Chairman: We are commissioning some studies with 
regard to some sectors and their effect in Ontario. 


Miss Stephenson: The Ministry of Industry, Trade and 


Technology in this province and the federal department are also 
doing studies of that sort. In Ontario, ours will be available 


when? 
Mr. Chairman: January. 


Mr. Thompson: If you want to read a study which deals 


specifically with each sector, there is one out by Richard Harris 
of Queen's and David Cox of the University of Western Ontario. It 


| 


goes into the various specifics as opposed to broad-based 
macroeconomic policy, which looks more at the total picture. 


Mr. Chairman: I understand it does not do much 


'predicting for the near future, though. Harris is doing some other 


studies now to rectify that. 


Mr. Thompson: Are you referring to the one released last 


year for the Ontario Economic Council? 


Mr. Chairman: Is that the one called Harris and Cox? 
Mr. Thompson: Yes. 
Mr. Chairman: That is our tndenatanding of that study. 


Mr.cTraficante: Harris’ admits there-areicertain failures 


or shortcomings in his study and is now working to rectify those. 


Mr. Thompson: He was down with Ron Wonnacott for this 
conference, among others, and they dealt with certain sectors. 


They had been asked by the panel members regarding who would be 
the losers and winners. We hope we will have a 300-page edition of 


what was said available for you by the end of October. I do not 


know if it will be too late. I reviewed that last week, and he was 
fairly specific. This is not the study to which you are referring, 
however. 


Mr. «Chairman: «d,,.do,not) think: thes end.of,Qctoberywidl be 


too late. From what I understand, Ottawa also is rushing to do 
sectoral work now. If people in Washington were telling us the 


truth, they have not got anything up to date. They will be working 


on that, starting tomorrow, over the course of nine months. 


Mr. Mackenzie: Mr. McFadden started with this in the 
questioning. The problem with your presentation is one we have had 
with almost every group which has been before us. You get a split 
among economists, the majority saying it is great and we should 


move to it--Lipsey and Wonnacott and some of those you mentioned 


have been very strong advocates of free trade--and you get a 
Number of economists who say it does not make sense. However, we 
have had industry after industry, more than the list you covered, 
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which included beer, furniture, auto, textiles, shoes, packaging, 
and after three or four years of modernization going on, possibly 
steel, agriculture, and on and on, coming before us. People have 
given us a very clear picture of the downside in the number of 
jobs we will lose, the areas in trouble, those we may be able to 
do something about over a period of phasing in, and others where 
we cannot. 


On the other hand, we have asked every witness before us, 
including the economists who have been very gung-ho about free 
trade, to give us the upside. You did the same thing today. We 
have actually had two expressions, "gut feeling" and "leap of 
faith" for some politicians, at least, faced with some of the 
probiems we have in the economy and the job situation, which is a 
key one as far as I am concerned. I want a little more than just a 
leap of faith before I am going to buy that kind of argument. I 
kid you not; we have not been able to get the upside. 1 think we 
finally had cement thrown at us by External Affairs in Ottawa and 
I am not sure if we have had one beyond that. 


Mr. Chairman: The United States trade representative 
said he had specific areas they thought they could-- 


Mr. Mackenzie: When it comes to studies, they have not 
been adequately done by anybody. The additional disturbing thing, 
I guess, is that our problem is more the United States dollar than 
anything else. If it was not so strong, how much worse would our 
position be? 


One of my colleagues on this committee, not of my party but 
of the Conservative Party, made the statement "of all times to 
start it, when you have got such a dollar situation." That is a 
real question mark, whether this is the time to enter into it. The 
other thing that disturbs me is there is no push for this anywhere 
other than at the executive level in the United States, and in 
both the United States and here, to some extent, it is seen as the 
Canadian reaction to fear of the protectionist legislation that is 
coming up. What bothers me is when you start to negotiate because 
you are afraid of something, and when you have the situation with 
the dollar, I wonder how strong we are in any negotiations that 
are going to go on. We have got some real downsides. 


Mr. Thompson: Do you feel we would be negotiating from a 
position of weakness? 


Mr. Mackenzie: That is exactly it. As a matter of fact, 
although some of us thought he might have been a little bit too 
straightforward, one of the more straightforward chaps from the 
Senate with whom we talked at some length, raised that very issue. 
He said, "If you people are going to get into free trade based on 
fear of the protectionist legislation that is coming up, you ought 
to have something better and more positive than that to start 
with." That is exactly what we are faced with. 


Mr. Taylors) Is. it’) MrsoMyer youl are thinking» of? 


Mr. Mackenzie: Yes, with respect to that particular 
comment. 


| Bniftt? 
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Mr. Thompson: Maybe I could just ask the committee a 
question. How would you account for the fact that the Canadian 
Manufacturers' Association, which had been dead set against any 
possibility of free trade up until 1981, has turned about face and 
now is in favour of it, when supposedly this sector is the one 
that has got the most to lose? 


| Mr. Mackenzie: We asked them when they were here. Was it 
the Canadian Manufacturers’ Association? 


Mri) Chatrman: Yes? 


Mr. Mackenzie: Yes. We asked them just where their 
‘members stood on this issue and how they broke down with respect 
to those in favour and those opposed. At best, it was 60:40; that 
is what they told us. So there is obviously not unanimity among 
their own people, a very strong group. 


Mr. Thompson: No. 


Mr. Mackenzie: Even one of the advocates today on free 
oe FR Ky 1 of Cee . 
trade said, "We are not speaking for all our members." 


Mr. Thompson: Right. But when it has moved to 60 in 
favour--is that what you are saying?--and 40 against as opposed to 
20 years ago when you would have had-- 


Mr. Mackenzie: I cannot tell you exactly. I asked them 


|specifically and the figure we got was probably 60:40. 


Mr. Thompson: But what I am asking is why the dramatic 


Mr. Mackenzie: That is very difficult to say. I suspect 
we will not get it from the auto industry. I do not think we will 
get it tomorrow from Mr. White when he is before us. 


Mr. Thompson: I am sure you will not. 
Mr. Mackenzie: You do not get it from the steel 


industry, from the steel workers. You certainly do not get it from 
the--well, there is a mixed reaction--lumber companies and they 








—————— 











have got a major stake in it and are faced with major legislation 
that may give them some problems with status quo. A number of the 
Major ones who are in some trouble have given us, "We would much 


father be trying to do something to maintain the status quo." 


I guess all I am really saying is when is somebody going to 
Start telling us where the upsides are to it, because we ask it 
Specifically. We ask those who want -it and we are not getting it 
from any of them. I am not prepared to go on a leap of faith or an 
Beticle of faith. 


Mr. Taylor: You need an insurance broker to sell you a 
policy. 


Mr. Mackenzie: I just wish somebody would start 
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articulating that a little more. For whatever reason, nobody has, 
pro or con, but the other side, very clearly, and even by some of 
those who are in favour of free trade. 


ae penis 


Miss Stephenson: May 1 just ask Mr. Mackenzie a 
question? I have not seen any documented figures, except in one 
specific area, related to loss of jobs or employment, the 
downside. There has been the same kind of gut feeling expressed as 
for the upside in almost all instances, and therefore I do not 
think the downside has been any better documented than the upside. 
Having that clarified, perhaps what we should do is ask this young 
man whether he thinks that in the long term this country has any 
alternative to enhanced worldwide trade. 


Mr. Mackenzie: Just before that is answered, in reaction 
to Miss Stephenson's comments. There have been--I am not sure you 
could call them specific figures--in packaging we have some pretty 
good indications of what might happen. 


Miss Stephenson: That is the one I was thinking of. 


Mr. Mackenzie: In beer we had some very good 
indications, down to three major plants in this province at best. 
In steel we had some predictions as to what might happen. In 
textiles and shoes we had some predictions. So there have been 
specific figures there. 


Miss Stephenson: The steel companies are coming in. They 
have not been in yet. 


Mr. Chairman: Let us hear from Mr. Thompson. 


Mr. Thompson: Before I answer your question, let me say 
I am surprised that steel and lumber would be opposed to free 
trade. I think they would have a lot to gain, based on the studies 
we have read. 


Mr. Mackenzie: I am simply saying their people said 
status quo with our committee. 


Miss Stephenson: That is not precisely what they said. 
This is the forestry people. 


Mr. Mackenzie: They said do not think of this as being a 
free trade brief and I think the Hansard minutes will show the 
chief spokesman repeated the status quo about five times. 


Mr. Chairman: The first people gave us different parts 
of their industry. There were some parts that would like the 
status quo, but certainly other parts of the industry wanted free 
trade. 


Mri..Mckadden®:”* I* think “that Ts"true of steel. 


Mr. Thompson: Are you asking whether we have any 
alternative other than a free trade agreement? 


i £421 


) Miss Stephenson: No. 1 am asking whether this country 
mas any alternative to trade expansion in terms of its future. Is 
there a possibility that we could build a wall around Canada and 


simply trade in and amongst ourselves in this country and survive? 


Mr. Thompson: Not a chance. 


Miss Stephenson: Okay. If indeed there is no chance that 
we do that, and if we are a voluntary part of the General 
Agreement on Tariffs and Trade and if within the GATT arrangement 
there are specific increasing numbers of large trading partners, 
which have provided particular advantages for some of those 
partners, is there a disadvantage in looking at an arrangement 
which provides us with an opportunity to become a partner in a 
larger trading block in order to deal more effectively with GATT? 


Mr. Thompson: That is basically what is being said with 
‘the agreement with the United States. 


Miss Stephenson: 1 would hope, yes. 


! Mr Thomp son: As I said earlier, Canada is the only free 
market in a major industrial nation that does not have access to a 
market of more than 100 million people. It would seem the most 
logical solution would be that of the United States. 


From the studies I have read, Mr. Mackenzie--and again, I 
can see you jumping on me for not being specific, I would agree 
with that. I would probably say the same thing if I was in your 
shoes. 


Mr. Mackenzie: It is not just you. It is all of them. 


| Mr. Thompson: No, no. I can appreciate that. Iam just 
going by what I have read and what I have heard at the conferences 
I have attended. There have been a lot of representatives from 
different companies, not industries, but companies, who have said, 
"We would relish the opportunity to compete with the United 
States, looking at a market potential of Canada and the United 
States combined of 275 million people as opposed to just the 
Canadian market." 


There are going to be winners and there are going to be 
_losers. I do not really know if anyone can tell you specifically 
who is going to win and who is going to lose. I think you get some 
people opposed to free trade being very vehement about it. Maybe 
that is the position they are in right now. 


| Again, that is a natural reaction. You have to look after 
| yourself. 


| Miss Stephenson: Will it hold? 


| Mr. Thompson: I do not think so, not over time. If we 

| are content to stay in the economic position we are in right now 
for a number of years, then we should maintain the status quo. 

| Maybe we should compete by implementing more nontariff barriers. 
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The tariff barriers are going to come down. 
Misspotephenson there! ts noveuarantee, Chata— 


Mr. Taylor: There is no status quo. Ine world (1s) Coe 
dynamic. 


Mr. Thompson: Well okay, but as opposed to making any 
drastic shifts, one way or the other, you may argue it as being 
status quo. 


Mr. Chairman: Are you suggesting that if we do not: do 
anything we can maintain our present standard of iiving’ 


Mr. Thompson: No, I am saying the exact opposite. 


Miss Stephenson: Mr. Chairman, there is not any doubt 
this committee determined right at the very beginning of its 
activity that although we were looking very carefully at an 
arrangement with the United States, we could not ignore, nor 
should we, the fact that what we should be doing is becoming 
increasingly active in the area of looking at this province's and 
therefore this country's trade relationships with the rest of the 
world and the role the relationship with the United States would 
play in that relationship with the rest of the world. That is the 
kind of focus we should keep before us when we are discussing 
whether in fact we should enter into any kind of an arrangement 
with the United States. 


Mr. Thompson: By no means was I suggesting that by 
entering into a bilateral agreement with the United States we 
should ignore the Pacific Rim countries, the European Community-- 


Miss Stephenson: Or any other. 


Mr. Thompson: ---or -any other, exactly. Lam just:saying 
7> per cent of our exports are with one market. Being realistic, 
you cannot say: ''We do not rely on them. We do not do this, we do 
not do that." We are very dependent upon them. 


Mr. Mackenzie: Are we overdependent on the United States? 


Mr. Thompson: I think so, but 1 am wondering what the 
alternative is. I would love someone to come up with a solution to 
make us less dependent and less at the whim of US policy decisions. 


Miss Stephenson: That is possible, it seems to me, if we 
become sufficiently capable of dealing in a trade capacity with 
the US. We should at least become a good deal more active as 
traders in the world. We are the slowest, most inactive, inert, 
dumb--and I mean mute--people on earth when it comes to trading 
with the rest of the world. We do not even say anything to the 
United States, for heaven's sake. We have to get started or we are 
going to go down the drain. One or the other. 


We are in much less danger of losing our sovereignty by 
developing a reasonable relationship with the US, which I think is 
possible, because I do not think we are any less smart than they 


| 
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are. They may be bigger, but that does not always mean anything. 
If we do not do something now, this country is not going to be a 
country. We are not going to have any sovereignty because we will 
‘be so poor and so unable to do anything that anybody will be able 
|to take us over. 

| 


Mr. Haggerty: How can you have free trade between Canada 
and the United States when you have trade barriers between states, 
as there is here between provinces? 


| Miss Stephenson: We have already said we have to get rid 
of our own barriers in Canada as well. 


Mr_ Haggerty: You can take that approach and say, "Yes, 
it is good to go that way," but they are talking right now about 
putting a head tax on for Canadians going over there. 


| Mr. Thompson: No, that was taken completely out of 
context. 

| Mr. ‘Haggerty? No} no. They tried it in’ other states. In 
Pennsylvania, if you come in by aircraft and land at the 
Pennsylvania airport, they want $2 for head tax. 


Mr. Thompson: I thought you were talking about Reagan 
making it part of legislation. 


Mr. Haggerty: No, no. That is just the beginning: of it. 
They have all of these tricks. I listened to a senator from North 
Dakota speak on this topic and he said, "Before you talk about 
free trade between Canada and the United States, we have to drop 
those barriers between states in the US."' The same thing would 
apply here in Canada. 


Mr. Taylor: That probably applies to our provinces. 
Mr. Haggerty: Sure. 


Mr. Chairman: It probably applies more so in Canada. 


Mr. Thompson: There was a conference on Friday in 
Detroit where Governor James J. Blanchard of Michigan spoke, as 
well as Thomas d'Aquino from the Business Council on National 
Issues. Blanchard was very emphatic that this would never be 
passed in Michigan. They depend so much on Canadian tourism, that 
is the last thing they would want to see. 


Mr. Haggerty: They tried it. 


Mr. Thompson: Yes, I agree there are a lot of barriers 

between provinces as well as between the states in the US. 
Something else you would have been told before that I have not 
'mentioned yet but you will have to consider, is the fact that even 
if we become very pro free trade and pose something to the United 
States, there are no guarantees that the United States is going to 
feel likewise. They are waiting for us to submit something, if we 
are going to take any action at all. Whether they are going to be 
tTesponsive or not is another matter. 
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Mr. Haggerty: Congress is now considering putting a user 
fee or tax on all imports coming into the United States by 
container ships, etc. There is going to be a spinoff to Canada 
because of all the stuff that is going into Baltimore in the 
shipping lanes and coming up here by transport. That means there 
will be additional costs to Canadians to transport it. That is a 
trade barrier. 


Mr. Thompson: Referring to what Mr. Mackenzie said 
concerning one economist who said that is not a very strong 
argument as far as entering into negotiations, if we are going to 
be faced with increasing protectionism from the US, 1 think 
Canadians are going to do likewise. Is that really a solution? By 
implementing more barriers between the two countries, are we 
gaining or are they gaining? 1 would be very surprised. 


Mr. Chairman: We should try to negotiate them into not 
passing that kind of legislation. Basically, that is what the 
argument is all about. 


SOLO ap mv 


Mr. McFadden: I wanted to explore with you very briefly 
some of the options. I do not know what kind of work your group 
has done, but some mention was made earlier on about the textile 
and footwear problems. It seems to me the competition the textile, 
apparel and footwear industries are facing is not coming from the 
United States. It is coming from offshore, from the Far East. 


Miss Stephenson: And South America. 


Mr. McFadden: Yes. Canada and the United States have 
many common problems with respect to industry. The Americans talk 
about their deindustrialization just as we do. It is not unique to 
Canada, and the Americans are really feeling the pressure. 


Vis-a-vis the broader issue, away from just the United 
States for the moment, have you done any research in terms of the 
benefits at the last General Agreement on Tariffs and Trade round 
with respect to the Canadian economy? Have you also had a chance 
to give any thought to what impact a new GATT round might be 
expected to have? 


What I am getting at here, following up on what Miss 
Stephenson has raised, is that your three quarters figure is 
modest in relation. to Ontario. Our exports to the United States 
are about 90 per cent now. If it gets any worse, we will not have 
any markets left in the world. A lot of that is the value of our 
dollar vis-a-vis other currencies. Some of it has to do with 
efficiencies and so on here, and the competitiveness of other 
countries, but I guess the worry I have at this stage is, what are 
the alternatives? 


For at least the past two months we have basically focused 
on the United States. We go over and over winners and losers, but 
the one sure thing we all know is we are tremendously dependent on 
the United States, to an extent we have never been before. This is 
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a historic high, and it does not seem to be abating. I won dee if 
you have any information or anything relating to the broade 
picture with respect to GATT and the direction we might be ApS to 
push the federal government in with regard to our international 
stance, to perhaps reduce our dependence, or whether your studies 
indicate that would not be productive. 





| Mr. Thompson: I have not done a lot of research in that 
area. One of the other students has; he did his thesis on that 
exact topic. I am supposed to work with him in October. 


| I wish I could speak on his behalf, but if I have read 
correctly what he has done, he feels we would all be a lot better 
off as far as--if you are talking about the Tokyo round in 1987, 
ithe tariff barrier is coming down significantly, but I am sure you 
are well aware nontariff barriers are moving in and they take its 
|place. The question is, when these other countries are using their 
‘|tariffs as we are in Canada and as they are in the United States, 
are we really further ahead? In certain areas, because of the 
-|barriers that move in, whether they are quotas or the US Buy 
American legislation and that type of thing between states, I 
|would argue--and I think my colleague would, as well--we really 
are not that much farther ahead. 


By the time the Tokyo round of tariff cuts is completely 
introduced, there will be about only a 10 per cent restriction 
‘between the Canadian and US border. It is the nontariff barriers 

that pose the problem, and I think:that is the situation when you 


are dealing with the global DiC EMne ie aa edls 


. Mr. McFadden: That is one way we. have protected our 
clothing industry here. 


Mr. Thompson: If you were asking me if I had a specific 
opinion about what we should do as far as the textile industry and 
others in that kind of bind are concerned, my opinion is not 
‘tepresentative of the people with whom I work. I personally feel 
‘maybe we should not be in that kind of industry. If it is going to 
take government money, which basically is taxpayers’ money, to 
keep propping it up, I wonder whether we should even be in it. I 
cannot see an end to it. If I could see Dominion Textile Inc. in 
Montreal becoming competitive in five years, that would be fine, 
but I personally cannot see the textile industry surviving in 
Canada without government subsidies and bailouts. 


Something that bothers me, maybe as a taxpayer, is seeing 
what I consider good money thrown after bad. I think all political 
parties are guilty of it, yet I can look at it from their point of 
View, too. How does one rationalize or explain to the people who 
lose the jobs in those sectors, "We just do not think it can be 
Viable"? 


Mr. Mackenzie: It is a little more than that. Certainly 
that is a valid argument we may have to face, as to as to whether 
we are going to have to be little more picky and choosy in the 
type of development or industries we want in this country. 1 have 
difficulty with the job angle, but it is a valid discussion for us 
BO get.into. 
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It also raises the question--we discussed this to some 
extent in food--that we now depend on imports for many of the 
canned things we can provide 100 per cent in Ontario, such as 
canned tomatoes and a number of other things. If our nationality 
means something, and I think there is an element of naticnaiism in 
most of us, when does the ability of a country to maintain an 
industry mean something, even if it is only a toehold? Do we want 
to be totally dependent on Taiwan, Hong Kong, Korea, Pakistan--you 
name it--for textiles, etc.? One has to look at two very valid 
questions once you get into that. 


Mr. Thompson: Okay, I can see that point. However, if we 
did become dependent on one of the countries you mentioned for a 
specific market, it too imports from us. I hope I am not reading 
from what you are saying that they could turn the screws on us in 
that specific market. 


Mr. Mackenzie: I think they can. I am not making it on 
that basis. 1 am making it on whether or not I want to maintain 
some kind of ability to be a player on the field in any given 
industry. 


Mr. Thompson: Whether that means spending taxpayers' 
money just to keep the-- 


Mr. Mackenzie: Right. Even if it means spending some 
taxpayers’ money on the deal. 


Mr. McFadden: The problem is that the track record of 
government intervention has not been very good. 


Mr. Mackenzie: That is an argument we could debate all 
day. There are some areas where it is pretty good. We never would 
have developed a fertilizer industry without government 
intervention. 


Mr. McFadden: But if you are going to maintain toeholds 
or prop something up, the problem you get into is the one we have 
in the high-technology industries. 


The federal government, and to some extent the provincial 
government, made decisions that we wanted to maintain at least a 
bit of it, that at least some be Canadian-owned and generated here 
in Canada. Unfortunately, the Canadian operations that several 
years ago were the trailblazers are in financial problems. Some 
have gone out of business and others are being absorbed by British 
Telecom. But look at what happened in the forest products 
industry: the province and the federal government got involved 
there in re-equipping and modernizing and it has turned out well. 


The problem government faces is that there are two agendas 
we have to work on at the same time. We have an economic agenda, 
which clearly is trade and other matters to do with what makes 
good economic sense. We also have a social agenda: what makes 
sense for our people. 


This whole business of sunsetting and adjustment becomes a 


| 
/ 
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major matter for us in the sense that when you talk about somebody 
going out of business, it is not just an entry on a sheet. You 
have maybe thousands of people who wind up as entries. Maybe they 
cannot make their mortgage payments, they cannot educate their 
children, they are stuck. Perhaps in a one-company town, the 
company just closed. From our point of view, we have to wrestle 
with what all that means in human terms. 


We do experience frustration and I do not know whether that 
is the kind of statement you can take back to your confréres. I 
think it is safe to say everybody here wants to create more jobs. 
It would be great if Canada could become a world leader in trade, 
if we could stop or reduce imports by being more efficient and by 
exporting. But our chief concern in this whole thing, as people 
come here and advocate free or freer trade and fair trade and ail 
these other terms, is trying to get our finger on what this really 
means for people. 
; Unfortunately, we have only the sketchiest view right now. I 
think it is going to be very important, if we are ever going to 
develop a new approach to a national consensus, that people 
understand what all this means. Those of us who are in a spot 
here, where we have to make recommendations to government, have to 
get information that is more specific than what we now have. 


3: 20 p.m 


One would 2 pace a crystal ball to know the-shape of the world 
economy in 30 years. I do not know if the world is contracting or 
expanding or what it is doing; none of us knows for sure. What we 
| are worried about is’ just what adjustments we are going to have to 
|go through. | 


| Mr. Mackenzie: 1 think the challenge Mr. McFadden has 
|thrown back at you is a valid one. I would disagree with him to 
|the extent that I really do not think we have an economic plan or 
policy in this country. We do not have a clearly defined 
industrial strategy. A common thread in the hearings is that we 
|have had three, four or five witnesses before this committee very 
| See challenge us to find out through our discussions just what 
the industrial strategy of Canada is, what we are trying to do, 
a where we look for the more value added in industry and jobs. 








I suspect one of the things we have to do to begin resolving 
the problems we are talking about is come up with our view of 
Ontario and Canada and figure out what we are trying to do in the 
way of an industrial strategy, because I do not think we have one. 


Mr. Thompson: I would agree with you. I do not think we 
do, either. In regard to what Mr. McFadden said about social 
costs, I mentioned that earlier and I agree; I do not envy the 
position of potential job loss you are faced with. It is easy for 
me to sit here and advocate a certain measure, but I am not the 
One who has to go back and explain to constituents why a certain 
industry is going under. You would have to say that, according to 
these economists, it is because a certain industry in another 
Sector and another province is supposedly going to benefit. 
Believe me, I recognize that and I do not relish the thought of 
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I guess what I am asking is, does this really mean we cannot 
negotiate with the United States? From the studies I have read, 
there seem to be a lot of potential benefits. How concrete they 
are is subject to disagreement among different members. I would 
also agree with what Mr. Mackenzie said. I do not think we have an 
industrial policy or framework in Canada. I think it is something 
that Carl Beigie has pointed out in almost every talk I have heard. 


Being American and now living in Canada, he seems to bring a 
different perspective from that of the people I have heard speak. 
I was impressed more with him than with anyone at the conference 
last year. He, too, emphasized the fact that we do not have any 
direction in Canada and, by entering into a bilateral free trade 
agreement with the United States, he is not advocating the 
decisions being made in Canada. They could even be Washington 
policies per se. : 


Mr. Chairman: If we did have an industrial strategy, we 
would not likely have a textile industry for very long. 


Mr. Mackenzie: We might not. On the other hand, one 
thing that impressed me about Sweden a good many years ago--Il 
think it was back in the 1950s, right after the war--was that when 
they were faced with the fact they were not competitive and not 
likely to be able to compete, they made a conscious decision to 
close down the cotton end of their textile industry; but the 
difference from Canada was that they paid for 95 per cent of 
salary, retraining, and moving expenses. Everyone was taken care 
of from the day it closed down. That is not what happens here in 
Canada. ; 


They decided they would maintain the specialty textile end 
of it, the woollens and specialty goods, and they let about 20,000 
people go almost overnight, kept about 16,000 in the specialty and 
woolen end of it and really put the money into developing that as 
an area they could compete in. 


To me, that was a hard-nosed planning decision as well, but 
the downside they did not have, and we do have, is that there was 
also a framework in place so nobody suffered: as a result of it. 


Mr. Thompson: Maybe 1 could make one last point 
‘regarding that issue-- 


Mr. Mackenzie: It all depends on what you have to cut 
out and what you have there to deal with the results of it. 


Mr. Thompson: I would also like to consider the fact 
that the money being poured into keeping these industries 
Operative, the finances, might be better channelled into 
retraining, mobility or transition measures for the people who 
would lose their jobs. 


Mr. Mackenzie: If we knew that before; that is one of 
our big problems. 
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| Miss Stephenson: It is easier to make those 
determinations in an expanding economy, as you said, than in a 
shrinking one. 


Mr. Thompson: Yes. Do you just keep throwing in money to 
‘keep these plants operating continuously if you cannot see that 
down the road it can compete on its own? It does not really make 
sense. I1t seems to me you are rewarding inefficiency. Maybe what 
we had is too simple; I do not know. 


Mr. Haggerty: 1 do not know who started this business of 
freer trade with the United States. 


Mr. Chairman: They say we did. 


Mr. Haggerty: Yes, but maybe we should be looking deeper 
than that. Perhaps the idea is that the United States wants free 
‘trade with Canada and that it pretty well controls the market in 
North America. Now that the industrial revolution has hit Taiwan 
and China and that area, through new technology sent over from the 
United States, we have ended up competing with them. 


Take the automobile industry: in the Saturn project that is 


going to be built in Tennessee, it takes some 200 hours to build 


that car now but they are going to be able to do it in less than 


30 hours, with one third the work force. That is just beginning in 


the automobile industry. The question is, what are you going to do 
‘with all the jobs that will be lost? 


Drawing a parallel to what you said about the textile 


industry and free trade with the United States, they could supply 


Canada with all the agricultural products. We could shut down 


every farmer in Canada. They have a surplus there. There was 
previously a market for our wheat in China but today they are 


exporting wheat. We have to compete with them. Argentina has 350 


million acres more in wheat this year and will be flooding the 
‘market. Stockpiles of grain are on the American side and you will 
find them here in Canada, too. It will be difficult to move grain 
[this year. 


The Americans are pretty smart; their businessmen are 
Clever. It is not a good idea to’'put up another economic market in 


North America. They will have control of it and call the shots and 


eventually we will have to compete with them. 


Mr. Thompson: Do you think Canadian businessmen are 


Capable of competing with Americans? 


Mr. Haggerty: The majority of plants here are pretty 


well controlled by Americans now. I am talking about the larger 


multinational corporations. 


Mr. Taylor: In fairness, you may be proceeding from a 
false premise. That premise is that the Americans are anxious to 


entice us into an agreement for free trade. That is not the 
impression this committee got last week in Washington. 


Mr. Haggerty: I do not think they would want any part of 
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Mr. Mackenzie: We do not know what will happen to the 
branch plants. No one has clearly defined that yet. If we have 
free trade, if we opened it up, do we face even further 
rationalization? What is the purpose of keeping a plant going up 
here that was set up really to supply the Canadian market. 


Mr. Haggerty: Look at all the industries that pulled out 
of Buffaio and went down to the southern states. One reason was 
the cost of energy--it is cheaper to heat plants down there. That 
is the way the trend seems to be going. They are doing it to 
compete with the Mexican trade coming into the picture--cheap 
labour, no cost to operate their plants 12 months of the year. 
They may have to put in air-conditioning, I do not know, but they 
have the energy and this is world trade. I think it is one area 
the Unites States is looking into to see if it can get the 
Canadians to come in on a free trade agreement. Canada has the 
resources and maybe that is what they are looking at. 


Mr. Thompson: I think one of the major reasons, if at 
all, would be that it would set an example for what Reagan wants 
to see worldwide! If it was not for his: ¢abinet's inner circle ,o2 
do not think you would see quite the push. 


Mr. Haggerty: You are protecting the wealth of a few 
Americans, that is what it boils down to. He wants to make sure 
that is going to continue. They are not going to do it for nothing. 


The Vice-Chairman: Perhaps the major impression we got 
last week was that the main concern in the United States right now 
is with the Pacific Rim and Brazil, and the impact those countries 
are having on the United States. If they put up protectionist 
barriers to those countries, we might be in a better bargaining 
position to take on the Pacific Rim. That can be done as well as 
dealing with the United States, as Dr. Stephenson has said. 


Mr. Mackenzie: We also acknowledge we might get 


sideswiped in the process. 


Mr. Haggerty: Who took the technology over there in the 
first place and who financed it? It was the Americans. Now they 


have to compete with that. There is just no end to this vicious 
circle. I do not know what the answer is. 


3230 ps. 


Miss Stephenson: There is not an end to it. We have to 
keep moving. This is the whole point. We cannot look back to the 
comfortable way things were in the 1950s and the 1960s or the 
beginning of the 1970s. Our economy is not expanding at the rate 
it was at that point. The difficult decisions we will have to be 
making must be made in the light of our current circumstances, in 
which there is an economy which is not growing very dramatically. 


Mr. Haggerty: Has it grown throughout the world? It has 
not. It has almost remained stable. 
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places it has grown quite,dramatically. 


| Mr. Haggerty: In the projections by the economists, it 
is to remain like that till the year 2000 and beyond. 

| Mr. McFadden: It was predicted in the 1960s that there 
‘was unlimited growth. 


Miss Stephenson: That is right. 
Mr. Haggerty: How wrong they were. 


Mr. McFadden: Actually, the Pacific Rim countries have 
chad growth way in excess of ours. 


Miss Stephenson: Thetis rights 


Mr. McFadden: There is no doubt about it, the areas of 
(growth in the world have shifted away from us and our growth 
relative to the rest of the western world has been bad in the last 
few years. 


Mr. Haggerty: Sylvania, working at a plant in Dunnville, 
Ontario, used to produce television sets and parts and comp leted 
them here in Canada. It was shut down. Do you know where it went? 
‘Over to the Far East. They were looking at cheap labour and higher 
lerofits. 


| Miss Stephenson: They went to Japan first. 


Mr. Haggerty: They have it, but now they have to compete 
with it, you see. 


| Mr. McFadden: The Japanese are even exporting their 
growth, setting up plants in other countries because they can do 
it cheaper elsewhere. 


Mr. Haggerty: They have to, to bring their balance back. 
| That is right. : 


| Mr. McFadden: In Korea, Indonesia and other countries, 
those shifts are going on all over the world. We are not going to 
stop it here. 


Miss Stephenson: The point is we cannot stand still. We 
have to look at what is happening and decide what we need to do 
for Ontario, as part of Canada, in order to ensure we compete 
appropriately in order to maintain a reasonable standard of living. 


Mr. Mackenzie: I agree with that, but it had better be 
done now within our own economy so we become more competitive. 


Miss Stephenson: That is the question we are asking. Can 
you put a bar around Canada and do it? Everybody we talked to says 
no. They say we have to do some of that, more than we do now, but 

that is not the solution. 
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Mr. Hapegerty:, Thatyiis) right. The,.old angument. here in 
Canada is to put tariffs up and remove competition. You maintain 
the status quo. I suppose if you open it up and say, "Let us get 
more competitive," again, until that American dollar changes, you 
are not going to be competitive because nobody is buying American 


products now. I think you go all the way with free trade. 


Mr. Thompson: Something you also should realize is, if 
we enter into negotiations with the United States, they are 
talking about 10 years as the minimum before it even passes 
through legislation in both Parliament and Congress. This is not 
going to happen overnight. The negotiations themselves are going 
to take a couple of years. 


Miss Stephenson: Or longer. 


Mr. Thompson: Yes. 


Interjection: By the time «you act to resolve .them, |the 
problems have changed. 


Mrinj Haggerty 3. One of the arguments you put.up jat..Che 
beginning was that there is a risk of losing jobs. However, you 
also said incomes were too high in Canada. 


Mr. Thompson: Did I say that? 


Mr. Haggerty: You said wages were one of the things; 
that incomes are too high, we outprice ourselves with the United 
States. I am sure you said that in your opening comments, or 
something to that effect. 


Mr. Thompson: No. I will definitely leave a copy of what 
I said. % 


Mr. Haggerty: I am talking about the parallel you drew, 
that we outprice ourselves because of the higher incomes here. 


Mr. Thompson: No. What I said was that the wage cost 
differential between Canada and other countries-- 


Mr. Haggerty: That is what you call it, wage cost; sure, 
higher income. ; 


Mr. Thompson: Okay. I was not talking about the United 
States; I was talking about the other countries, the Far East 
specifically. . 


Mr. Haggerty: 1 thought in your opening statement you 
were comparing the United States and Canada. 


Mr. Thompson: No. The only comment I made comparing the 
United States and other countries was that as far as the Canadian 
dollar is concerned, I said it was overvalued in respect of all 
countries with the exception of the United States. As far as the 
wage cost differences are concerned, I was talking specifically 
about the Far East, and the fact that in some countries, such as 
Singapore and Malaysia, you can pay $2 an hour, can you not? 
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Mr. Haggerty: I am sure we do not want to go to the 
living standards of some of those countries. 


Miss Stephenson: Nobody is suggesting we should. 


Mr. Newman: Remember the nickel hamburger? 


Miss Stephenson: That is one of the problems we face, 
and this is one of the challenges. 


- Taylor: What this country needs is a good five-cent 
. ee 


Miss Stephenson: Mrs. Bajor will tell us what this 
country needs is a good five-cent beer. Right? 
Mr. Chairman: I am wondering about the two treaties you 


‘mentioned that the United States cancelled with non-communist 
countries. You mentioned there were two since the Second World War. 


Mr. Thompson: There was one with France. I honestly 
could not tell you the other. 


Mr. Chairman: It is not that important. 


Thank you very much for your presentation. Perhaps you do 
not realize it, but you have served as a very good sounding board 
for getting some of the opinions of committee members right out on 
the table and into the record. We have heard a lot of your 
opinions, as you probably were aware, before you came in here, but 
this is the first time in some of the questioning that the 
committee members have actually got their opinions out, and that 
is a great advantage to Mr. Traficante and me. 


. Taylor: We were impressed with the chairman's 
Bence 


Mr. Thompson: I thank you all for giving me this 
Opportunity. I teach economics and international business 
part-time at the college in Windsor, and the adult students there 
pose some interesting questions. As I was flying up today, 1 was 
thinking I would be in for more of a grilling here than I had ever 
had in my classroom, but I enjoyed it and it has definitely 
provided some food for thought for me. I will go back and try to 
do more work. 


The problem I face is that I have my own personal beliefs, 
and I must confess-- 


Miss Stephenson: Don't we all. 


Mr. Thompson: Yes. Maybe I tend to weight what I like to 
Tead or hear more significantly than I do those views that are 
Opposed to my own personal beliefs, yet I still try to be as 
noncommittal or objective as possible. 


Miss Stephenson: Can you send us the information about 
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the two contracts the United States cancelled that were not with 
communist countries? 


Mr. Thompson: Okay. 
Miss. Stephenson: 1t? asgshe¢er curiosity. 


Mr. Thompson: I could send the entire outline from the 
conference last November. I doubt whether you have the time to go 
through it with a fine-tooth comb, but a lot of it would be 
beneficial. : 


Miss Stephenson: Mr. Traficante is a very good précis 
writer. 


Mr. Chairman: We appreciated it very much, too. It was 
certainly well presented. Thank you for the effort you put into it. 


There are a couple of things I want to mention. I probably 
was a little frivolous earlier in indicating that the material 
sent by the economic council could be weighed in kilograms and so 
on. They would seem to be valuable papers, and I just want to 
place it on the record that we are grateful to the council for 
sending these papers. I thought after I had made my comments that 
perhaps they might be taken the wrong way. 


Mr. Tay lor:"We'cettainly’ did nNoainterpret) them sin that 
fashion. 


Mr. Haggerty: Would you pass that down for all the 
members now? 


Mr. Chairman: The material has good tables of contents, 
and we might well be looking at specific things for specific 
purposes. 


Miss Stephenson: Ts’ this’ the Ontario Economic Council or 
the Economic Counc? of ‘Canada? 


Mr. ‘Trattveante= The’ Economic Counc of Canada. 


Mr. Chairman: Committee members should note that 
tomorrow and Wednesday we are meeting in room 151. I guess the 
standing committee social development will be moving to Varsity 
Stadium. | 


Thursday's session will be cancelled. We are trying to get 
the Canadian Business Equipment Manufacturers' Association 
scheduled for another time to accommodate the Conservative caucus; 
and similarly the business of Tuesday, September 24, we are trying 
to reschedule to another day to accommodate the Liberal caucus. 


The committee adjourned at 3:39 p.m. 
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Mr. Chairman: This morning we have some people who need 

ino introduction. Frankly, we have been looking forward to this 

| session for a few weeks with great anticipation. I do not think I 
need to say any more. Bob White, the director of United Auto 
Worker s-Canada-- 


Mr. White: We are wearing two hats these days. 
Mr. Chairman: With him is Sam Gindin, research director. 
Mr. White: Mr. Hargrove is not here. 


| Mr. Chairman: Bob has a formal presentation which has 
been distributed. Perhaps if you just go ahead, we will attempt 
not to interrupt until you have finished and then we will ask 
questions. 


| Mr. White: Thank you, Mr. Chairman and members of the 

|} committee. 1 am glad to have the opportunity to appear here this 
|morning. Let me just say that in some circles there are people who 
| are pooh-poohing the work of this committee as not being important 
| because it is a provincial committee and this really is a national 
question. 


| I have spent a great deal of time thinking about this and 
this committee's work is extremely important. I think the free 
trade issue affects Ontario dramatically but I think Ontario can 
Carry the issue on a national basis. It really is a national 
question, not just an Ontario-based question. The government and 
political leadership of this province can be national voices in 
what I see as a fairly one-sided debate taking place nationally. 
This committee's report will be important in the continuing 
National debate on this issue. That is the first point I want to 
make to the committee. 


| Although the case for economic ties is being articulated by 
the free traders, the ironic reality is that the issue has been 
placed on the agenda, not because of free trade, but because of 
the United States' rejection of it in some areas. That is what 
Caused us to look at this question. 


They are raising issues affecting what we thought were open 
trade arrangements with them. It is the fear that such trade may 
no longer be in the interest of the United States rather than the 
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philosophy of free trade that has led Canadian business interests 
and governments to address the question of special economic status 
for Canada in the US market. 


Once we put the issue in the context we think it ought to be 
in, the obvious question becomes: What is in it for the United 
States, as well as for Canada? What price will it exact in 
exchange? Would we, in essence, be asking the United States to 
give up some of its autonomy with regard to defending American 
jobs? Would the United States be interested in a deal that clearly 
demands limits on our autonomy in inf luenc ing the location of 
investment on our jobs? The basic issues that you have to look at: 
What is in it for the United States, what it would be asked to 
give up and what would we be asked to give up. 


When you look at it, the United States already has a great 
deal of access, not to mention domination, over the Canadian 
economy. It can already influence our policy without making its 
own concessions, as we say we have witnessed because of the 
Mulroney decision to weaken the Federal Investment Review Agency 
and the national energy program. In spite of the fanfare about the 
close personal and paternal ties between the Prime Minister and 
the United States President, there has been no subsequent easing 
of US restrictions on various successful Canadian exports to the 
United States. If you look to the future, both our countries have 
already agreed to implement, under the General Agreement on 
Tariffs and Trade, further tariff reductions over the next few 
years. 


It was interesting this morning, as I glanced through the 
paper--I think maybe some of you share our view--that it is not 
surprising that in many parts of the United States there is a 
relative lack of interest in the debate which is taking place in 
our country on the matter of free trade. 


We currently have a surplus in trade with the United States 
of more than $20 billion. Rather than downplaying this fact, we 
now seem to be trying to highlight it by calling for negotiations. 
We pose the question: Do we really expect the United States to 
say, "That is, of course, fine; what else can we do to let you 
increase the surplus or, at least, to maintain it?” That is an 
important question we have to ask today. 


Similarly, when we raise the question of the implications of 
bilateral free trade negotiations on the existing auto pact, we 
are told that this particular sector is working well and will be 
excluded from any deals. We ask this question: Do we really think 
the United States is going into these discussions to exclude the 
largest sector of trade between our two countries, which is the 
auto pact, in which we currently have a large surplus and in which 
we have some very important safeguards to protect Canada's 
interest? 


The point is we would not be entering into such negotiations 
from square one or on the basis of any degree of equality. We are 
a dominated junior partner and with tariffs already low, the 
primary focus of such negotiations from the United States' 
perspective would be to achieve a level playing field and the end 
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of nontariff barriers. I have seen that terminology used 
throughout the discussions in the United States. 


Nontariff barriers include anything that interferes with 
market decisions. What we are really talking about is the 
political control over setting the direction of our economy and 
the priorities of our society. I do not think that overstates the 
case at all. That is one of the fundamental issues that we have to 


put into this equation and into these discussions. 


For example, when we talk about developing an industrial 
strategy for Ontario or for Canada, we are talking about 
interfering with the decisions of the marketplace. Therefore we 
are talking about introducing or strengthening the so-called 
nontariff barriers. When we talk about correcting past regional 
inequities, we are again talking about using nontariff barriers to 
correct or change the decisions of the marketplace. Getting rid of 
nontariff barriers means, for example, getting rid of lower 
stumpage fees for British Columbia lumber and reducing natural gas 


prices to make Alberta's chemical plants more competitive. It 


means eliminating marketing boards and support programs for the 


farmers in Saskatchewan and Manitoba and eliminating content 


provisions to provide spinoff effects from Manitoba's hydro 


projects. It also means the cessation of support for an aerospace 


industry through public ownership of de Havilland Aircraft in 


Ontario and Canadair in Quebec and of subsidies to attract 
investment to such provinces as New Brunswick. 


As the Americans have been increasingly emphasizing, even 


our social policies such as unemployment insurance and our 
national health care system represent nontariff barriers to free 
trade. I was interested, as I watched the discussions between the 
provincial premiers of the east coast of Canada and the governors 
of the eastern states of the United States, to see the 
unemployment insurance for fishermen raised as an unfair subsidy 
for the Canadian fishermen with respect to their trade with the 
United States. 


110:20 a.m. 


Once we have agreed to severely limit all such barriers, the 


corporations will have more flexibility to shift facilities and 
jobs to where they will get the best deal. Having given up most of 


Our countervailing tools to balance this power, we will, in our 


_judgement, be left vulnerable to the exploitation of this power to 
further worsen the distribution of income taxes and to restrain 
wages and improvements in working conditions. We will be required 


to limit progress in community standards, such as pollution 


controls, plant closure legislation, unemployment insurance, equal 


pay laws, etc. 


So we will be left in the unenviable position whereby 
progressive uses of the government to influence where jobs go are 


Outlawed as unfair competition. At the same time moves to 


introduce progress for working people, which obviously include 
costs, are undermined because it will be argued that they damage 
Our competitiveness. 
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Most of the business community and the economics profession 
have been emphasizing the positive effects of a new relationship 
with the United States on economic growth and higher per capita 
gross national product, and they have been downplaying the 
tradeoffs. They readily admit there will be losers but when asked 
to explain where the winners will be, the answers become curiously 
vague. We are asked to have faith in the ultimate workings of the 
market and the numbers churned out in their economic models, and 
we are asked to make, as the Macdonald commission terms it, a leap 
of faith. I think anyone who remains sceptical of this direction 
has the firmest foundation for being so. 


The present structure of the Canadian economy--its 
relatively weak manufacturing base, its technological dependence, 
its uneven regional distribution--is, after all, in large part a 
consequence of leaving our economic development to the workings of 
that very same market. Why should we now believe that the same 
strategy of economic dependence on the United States and the 
so-called market place will change, rather than simply reinforce, 
what it did before? 


What evidence is there, for example, that our one-industry 
communities and various resource-dependent provinces will be 
diversified if left to the market place? What convincing argument 
suggests we will suddenly emerge with a machinery industry or : 
expand into the very same high tech sectors that every state in 
the United States is dreaming of and bidding for? 


Those who are arguing now for faith in the ultimate 
benevolence of the market are the same people who, not long ago, 
argued that double-digit unemployment was gone forever. They are 
the same people who, a few short years ago, argued that the market 
had judged the auto industry and ruled that we should let it 
disappear. They are the same who now use the industry's role in 
leading whatever recovery we have seen to cite auto as an example 
of the success of free trade. 


The truth is, as I mentioned earlier, that the auto industry 
represents quite the opposite. The really significant fact about 
the auto pact between Canada and the United States is, in this 
context, the past recognition on both sides of the boarder that 
Canada must have safeguards, tariff and nontariff barriers, in 
order to survive an economic relationship with the United States. 
Those safeguards, among other things, retained facilities in 
Canada that might otherwise have been closed during the past 
recession. We can talk about some of those. 


They are the kind of long-term safeguards the United States 
and the free traders have already made clear would not be offered 
in other sectors. In fact, in the context of a general free trade 
agreement, even these existing auto pact safeguards would soon be 
under extreme pressure. Without such safeguards we would also lose 
much of the leverage we have been using against overseas 
corporations to match the auto pact commitments and provide 
investment and jobs in Canada. 


I think that is a very important point. Here you have the 
largest trade agreement between our two countries, which 
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recognized that even though it is a totally integrated industry 
there had to be some basic protections for Canada in it. Those 
protections came into play during the depths of the recession to 
keep certain facilities here and get certain product lines here. 


Equally important is that now in our discussions with Third 
World countries, such as South Korea and Japan, the auto pact 
provided the basis for those discussions. It became very important 
to talk to corporations in those countries about the importance of 
making a commitment to this country based on some measure of 
investment of jobs and content, and a commitment to the market 
place based on market share. 


If a free trade arrangement with the United States is 
entered into, they will want on the table that a new auto deal 
will not include the protections Canada currently has. I do not 
think anybody can seriously believe we are going to set aside this 
largest trade agreement with the United States as not being part 
of these discussions. They will be part of the discussions, 


despite all the pontifications some people are making about that. 











— 














As for those who glibly proclaim that the tradeoffs we will 


suffer to allegedly achieve greater efficiency are worth while, we 


pose the question: Worth while for whom? For us, the so-called 
tradeoffs mean giving up much of what we believe economic activity 
should be about--security, expanded social services, and improved 
equality. For them, the same tradeoffs are hardly considered 
losses.. They have always attacked these things as limits on the 
private sector and lobbied against them. 


I want to comment further on this attempt to characterize 
the free traders as forward-looking realists with confidence in 


Canada's capacities, while those of us who oppose it are somehow 


characterized as backward-looking defeatists, with our heads in 

the sand. There is really nothing new about the notion that 
societies should be subordinated to the dictates of the market and 
corporations' bottom lines--this goes back more than a century, 

and it has been reincarnated in the most recent times in 
Thatcherism and Reaganomics--nor is there anything new in the idea 
that Canada should achieve the special status of being another 
state. Those who argue that we are so dependent on the United 
States that we have no choice but to become even more dependent 

can hardly be credited with confidence in our collective potential. 


We cannot respond to fears about our current dependency on, 
and vulnerability to the United States by advocating even more 
dependency and vulnerability. What do the realists expect to 
happen if we have an agreement, which the United States threatens 
to end down the road unless we make further concessions, such as 
Surrendering our water rights if we still have them? Will the 
tealists then say, after having encouraged a degree of integration 


that far surpasses what we have today, that we realistically have 
hoO more options for independent action? What do the realists say 


about maintaining any kind of an independent culture or foreign 
policy and therefore meaningful sovereignty, once an independent 
€conomic base is effectively gone? I do not think that overstates 
the case at all. | 
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We are not suggesting, nor is the labour movement in this 
country, that trading relations with the United States are not 
important, because they are. We currently have enormous flow of 
two-way trade between our countries, and under the General | 
Agreement on Tariffs and Trade, by 1987, 80 per cent of Canada's 
exports to the United States and 65 per cent of US exports to 
Canada will be crossing the border under duty-free status. Nor am 
I denying there are important problems of access existing today, 
but I say those will have to be debated and, if possible, resolved 
on an ongoing basis, rather than naively pursuing a bilateral 
agreement. 


It seems to me that if you look at how Canada has done, if 
you look at the steel industry and the problems we had there, at 
the lumber industry, I think Canada has done relatively well 
trying to minimize the problems with those. 1 think that is what 
you have to do in this kind of a relationship, and surely the 
answer to solving those is not to become more economically 
integrated, which will, in turn, raise many more problems. 


What I am emphasizing is that the issue today should not be 
whether. to increase our economic integration into the United 
States, but noting our already incredible level of integration, 
how can we reduce the degree of dependency? We should not be 
talking about enhanced trade, but of enhanced Canadian content to 
reduce import dependency, which in the manufacturing sector ranks 
among the highest in the world in terms of deficit per capita. 


We should be asking how can we do more research and 
engineering work; how can we process more of our resources before 
they are exported; how can we build more of the machinery we use 
to get access to these resources and how do we develop a 
manufacturing base so that we have skills and capacity to meet our 
needs and flexibility to adapt to a changing world. 


Freer trade with the United States will not mean Canadians 
will feel more secure, but will, in fact, leave us less secure. It 
will not fulfil the promise of new jobs, but risk the loss of 
existing jobs. It will not make Canada a better place to live, but 
will put severe pressure on the survival of a politically 
sovereign Canada. Without underestimating the difficulties, we 
want to emphasize our confidence in building a different, more 
progressive society north of the 49th parallel. We think 
increasing our integration into the United States represents a 
dangerous, perhaps irreversible step in the wrong direction. 


Those are our opening comments, and we will be glad to try 
to answer any questions the committee may have about this issue, 
about our thoughts. 


Mr. Chairman: Thank you. Mr. Mackenzie has a question. 


Mri. (Mackenzage?” Mrs White, - justehave rour things that - 
want to raise with you. First, you are right; there was no 
apparent interest in either the Senate or the House in terms of 
free trade talks. There was interest at the executive level, the 
argument being that this was how you defused the protectionist 
sentiment. It is fair to say that is probably what is driving us 
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into the talks, as well. There is a fear of the more than 300 
bills before the United States House. 


I have the feeling, and I wonder if you concur, that 
negotiating in au effort to diffuse protectionist legislation is 
not a very positive way of dealing with the issue. It seems to me 
we are negotiating from a position of weakness and not of strength. 


Mr. White: I think we are. Of necessity, we have to 
discuss the areas that directly affect certain trade between our 
|/two countries such as lumber, the Manitoba problem and fisheries. 
If there is a large pocket of unemployment in the United States, 
such as in the lumber industry in the western part of the United 
States, then regardless of what the trade arrangement is with our 
country, if we do not think that is going to raise enormous 
political pressures and that people will call for changes in the 
relationship, we in Canada are naive. 


It happened with the auto pact. We did not think we were 
getting our fair share of trade with the United States and we did 
‘not stop raising the issue when there was unemployment in Windsor 
-and other communities; it was vice versa with the United States. 
We are not getting much flak today because the employment levels 
are fairly high. However, if those employment levels drop, do we 
really believe that, with us carrying an enormous surplus in the 
auto pact, there will not be pressure in the United States to 
change the rules? Of course, there will be. 


All I am saying is it is naive to expect that we will 
somehow have enormous influence on the political decision-mak ing 
process in Washington in changing that. I think your view of the 
thing is correct, unless you are talking about discussions on a 
/particular problem. I think we have an obligation to do that. 


Mr. Taylor: I think there is need for some clarification 
because Mr. Mackenzie has interpreted the 300 or so bills that are 
“protectionist in measure as somehow being aimed at Canada and that 

a Canadian response of free trade would diffuse that move. 


| My impression, and I would be anxious to learn yours, is 
that there is a reaction by the congressmen of the United States 
to a worldwide condition of unfair trade, to what is happening to 
its trade deficit with such countries as Taiwan, Korea and Brazil; 
| there are all kinds of them. It is just that Canada as another 

| foreign country will be caught in the net that is cast as the US 
|Tesponds to what it considers protectionism and unfair trade on 

| the part of the rest of the world, with the United States having 
|been open to the receipt of commodities that have put it in a 
|trade imbalance. 





A bilateral arrangement with Canada is not going to diffuse 
_that congressional mood in terms of its response to the world. 
What it will hopefully do is eliminate to some degree Canada's 
|Ptesence in that net. The aim is not directed at Canada. On the 

| contrary, there are bills that specifically exempt Canada. For 
example, the one on textiles is mindful of Canada's position. 
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We are perceived in the United States as being a fair 
trader. There are aberrations. We have learned of some such as the 
softwood industry. There are some problems with hogs and 
raspberries and so on. However, I think we have to look at 
Canada's posture in regard to a larger picture. 


Mes) Chairman:. Wethink thatiarsicorrect..ijQuri finding sin 
the United States was that it is not impossible that an agreement 
could complement some of the protectionist feeling. I do not know 
that your brief has really addressed the problem of that feeling 
in the United States. You are open to the charge that you may be 
speaking from an element of real security for your own industry 
that may not be there for other industries. 


Mr. White: First, I do not speak just for the auto 
industry. I speak from the base of the aerospace industry and from 
the base of the Canadian labour movement that makes up the textile 
industry, the communications industry and a number of others. 


Second, I say to Mr. Taylor that I never thought 300 bills 
were directed at Canada. However, I want to caution you that if 
you look at the trade imbalance, Canada is second with the United 
States, right behind Japan. We ought not to minimize that either. 


Of course, we have a special relationship with the United 
States. We are a very: important importer of US goods. I think they 
understand that. 


The question is, are we going to continue to highlight that 
and somehow become more economically dependent and, if we do, do 
we really think we can withstand the wave of protectionism which - 
in some cases will be directed against Canada, as it is today? 


Mr. Taylor: Also, I may say it has been pointed out, 
when you take into consideration the invisibles and so on, it 
makes a big difference in terms of the deficit. 


Mr. Mackenzie: If I can continue with the three 
questions I had, and there should be just a comment. I do not 
think my remarks inferred all of the bills were designed to hit 
Canada. There is a sideswipe effect, which we certainly were 
warned about and are aware of. But a number of the bills are 
designed to hit Canada. One or two have been mentioned. Fisheries 
is another one where there is a direct aim at Canada; it also 
occurs with hogs, raspberries and in the lumber issue. So we do 
face this. . 


If we entered into comprehensive talks--and certainly the 
word "“comprehensive' was stressed when we talked about it in 
Washington--would we not also risk merely highlighting the many 
irritants, such as the very issue of whether or not we have to 
deal with unemployment insurance, which is what keeps the 
fishermen going for the seven or eight months of the year they are 
not able to fish in Newfoundland, and the problems in the lumber 
industry? a6. 


Conversely, there are our efforts to deal with some of the 
US countervailing moves, which at least one of the witnesses in 





| 
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Washington made very clear to us would not be on the table. I 


worry that if we enter into comprehensive talks, we are likely to 


highlight the irritants that are there already rather than solve 
some of our problems. 


Mr. Whitermdxithink yousaiidid; > butdl think the, ruless:are 
there. I presume if you are in the talks, the United States is 
going to bring those to the table. I have been at enough 


bargaining tables to know that the other person you are meeting 


with usually has something to say and something to get out of the 
discussions. There are a lot of issues in the United States. 


There is a Mazda plant located in Michigan where they have 
something like $135 million in the state in support. That is under 
an agreement when people are talking about free trade today. How 
does Canada compete with that? We cannot. So we highlight those 
issues, but I think those issues will be highlighted from the 
United States without us doing it. 


Mr. Gindin: I just want to emphasize, when we talk about 
the fact the auto pact has safeguards in Canada, that should be 
put in the context that in the US it does not. In other words, 
what you are highlighting is the fact that Canada has safeguards 
that the US does not. 


Mr. Mackenzie: One of the arguments we have had from a 
number ot advocates of free trade before this committee is that we 
simply have to be, I think the word is "internationally" 
competitive in the world today. There are an awful lot of 
connotations to that, but I am wondering what your response would 
be to that argument. 


Mr. White: If you are talking about absolute free trade 
and international competitiveness, that means the corporation 
should have the right to determine where it is going to locate, 
what the rules will be and what the products will be. I do not 
come from a world that accepts that. 


If you really thought you got all the jobs because you were 
internationally competitive, we would not just have 42,000 General 
Motors workers today, we would have something like 142,000 because 
there is no question of the competitiveness of the Canadian auto 
industry. It is very competitive with the United States. 


If you want to talk about offshore, that is an entirely 
different argument. Look at the US trade imbalance around the 
world today. Are we saying that integrating with the United States 
makes us more internationally competitive? Surely not. 


Mr. Mackenzie: Finally, there has been a case made--some 
members of the committee keep asking just what you mean by it--by 
a number of witnesses before the committee that one of our 
shortcomings in this country is we really do not have an 
industrial strategy. We have not decided what we are all about, 
what we want to do and what we think is necessary for the 
betterment of our country. 
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What is your feeling about the need for some form of 
industrial strategy for our country? 


Mr. White: I think we have to have it. 1 am always 
amused by a business community that talks to us about how 
competitive we must be with Japan, but dismisses, for exampie, 
that country's enormous industrial strategy, which includes 
business, labour, the banks, export and import regulations, and in 
which they take a look at their economy and the key sectors. In 
fact, they do plan it and plan it well, keeping certain imports 
out and having restrictions, etc. 


L024 Oiea sm, 


I think Canada has to do that. We have done some of that by 
looking at it sector by sector on national commissions, as we did 
with the task force on the auto industry and some other 
committees. I think we have to do that on a national basis. We 
have to have a planned industrial domestic strategy and plans for 
any telationship. One cannot leave this to the marketplace. That 
is our belief. 


Mr. Mackenzie: My final question to you is in terms of a 
report. lt is hard to say yet just what will come out of this 
committee, although I have the feeling that whatever we do has to 
be- strong, but it also has:to be positive. I do not think it is 
good enough to say we do or we do not agree with enhanced, 
expanded or free trade, or whatever you want to call it, but that 
we have simply got to make that kind of appeal for some form of 
industrial strategy, for a look at import replacement, 
self-sufficiency or content legislation. 


Were you in a position--maybe it is a little unfair--of 
writing a report such as this committee must, would you be making 
positive recommendations, as well as, "Yes, it is good," or, ''No, 
it is not good," looking at the possibilities of more free trade? 


Mr. White: If you would like us to write the report, we 
will take a run at that. I do not want to go too far down that 
road. I think all of those are important issues, but what concerns 
me about Canada is we are getting this thing like a baby gets 
pablum, one spoonful at a time, until we are accepting it. People 
are saying: "Do not worry. We are just entering these discussions, 
but we are going to keep all our social programs and all the 
protection we have," and the next thing we know we are in all the 
way. 


That is my concern. This committee, seriously, has an 
important role to play in this national debate. I hope it will not 
be a wishy-washy report that tries to come down on both sides of 
the issue. I think it should come down clearly on the national 
question, not just the Ontario question, in opposition to it 
because I think it needs a national voice in Canada doing that. I 
think this committee can play that role. 


Mr. McFadden: I would like to ask two or three 
questions. First of all, I am trying to determine whether you are 
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suggesting that the federal government not enter into any 
discussions with the United States on trade irritants or 

enhancement at all, or are you suggesting you are not in favour of 

a total free trade agreement? I am just trying to determine 
exactly what-- 


Mr. White?©1 suggested two things. First of all; Iam 
absolutely not in favour of a free trade agreement, and I think 
our discussions with the United States today should be limited to 
the trade irritants they are raising. If we have some, we ought to 
raise those. We really ought not kid ourselves. The national 
direction that is being taken is not about dealing with trade 
irritants, as I read it. It is about how we become involved in a 
free trade arrangement, how we get to the table politically to do 
that. That is where I think we are in Canada today. 


To deal with trade irritants such as fisheries and lumber, 
we need to have discussions, as the steel industry did when they 
were limiting imports from Japan and Canada had to make a case 
before Congress on that. That is a different issue. We have to 
make those, but the answer is not to start talking about how we 
sit down and negotiate more trade agreements with the United 
States or a more bilateral trade agreement framework with the US. 
You have to look at where we are in terms of our surplus with the 
US today and ask yourselves the question, what are they going to 
bring to the table? 


Mr. McFadden: I guess they have to ask the same 
question. Suppose we were to sit down with a selected list of 
topics. I take it what you are proposing we do is go at it on a 
sectoral basis, in. the sense that we would look at lumber and 
other areas the Americans are criticizing us about and try to 
negotiate some sort of an arrangement where we would not be 
subject to retaliation. Is that the-- 


Mr. White: I am saying you try to work out those 
irritants, yes. 


Mr. McFadden: What is: your tradeoff? What are we giving 
them? If we are going to Washington saying, "We do not want you to 
touch our lumber industry," and they say, "What are you offering?" 
we do not say, "We are not offering anything. We are just here to 
tell you to give us a break." What exactly are you suggesting we 
put on the table? As you know, in any negotiation there has to be 
some give and take. What is it that we are giving or taking if we 
tackle them just on irritants? 


Mr. White: What you are doing is responding to their 
interference in the trade arrangement that has allowed access. I 
do not think you have to take any extra access to our market to 
Settle that. I turn the question to you. Obviously, if that 
applies in a small irritant, how does it apply on the overall 
question? What do we bring to the table for the United States to 
get out of a free trade arrangement with Canada? That is the 
question. 


Mr. Guindon: We have free trade in lumber. 
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Mr. McFadden: The lumber industry told us that it is 
both in favour of and against free trade. They want free market 
access to the United States for the products in which they are 
competitive. On the other hand, they do not want us to bring to 
the negotiating table other sectors of che same industry that they 
do not want brought in. I am trying to figure out exactly how you 
enter into a negotiation such as that. If they will not remove an 
irritant or will not remove the possibility of an irritant, what 
then is our response? What are you proposing we do? 


Mr. White: You may have to beer the consequences of 
that. There may not be a tradeoff so that you can solve that 
problem with the United States. 


Mr. McFadden: If they put quotas on our lumber industry, 
that would just be the end of that. 


Mr. White: It may be. You may not be able to strike any 
arrangement on that or you may be able to limit the damage, 
depending on the unemployment situation the United States faces 
and whether it views the Canadian lumber industry as being fair or 
unfair. Do you bring to the lumber table some other industry we 
are doing well in and open that up? 


Mr. McFadden: That is what I was trying to explore with 
them--who they were proposing to trade off for them to secure free 
trade or-- 


Mr. White: Most people will trade someone else off. 


Mr. McFadden: That is what I detect and I am just trying 
to get at what you are proposing. 


Mrs White: vam saying I do not think, you do that. 4 
think you try to minimize it. If you look at the US economy today, 
it has an enormous trade imbalance. You can argue why it is there, 
but we should try to minimize the problems we have with it 
wherever they are raising problems; most of them are coming from 
their side of the table. 


Mr. McFadden: With regard to page 4, you list all the 
nontariff barriers the Americans talk about such as stumpage fees, 
reduced gas prices, marketing boards and so on. It seems to me 
that is an area where we could do some negotiating. In my view, 
the Americans may have more subsidies than we do in the sense that 
if you look at the kinds of breaks you can get to locate in an 
American state, there is realty tax-free land for 10 years, 
perhaps free land altogether, and industrial revenue bonds no 
matter where you go. There are all kinds of subsidies right, left 
and centre. 


My feeling is there are more subsidies to attract industry 
in the United States than we have in Ontari6é right now, so that if 
you are talking about trading, they might wind up having to give 
up more subsidies than we do. I am not talking about stumpage 
fees. Looking at it from Ontario's point of view, if you put New 
York state up against Ontario, subsidy for subsidy, New York will 
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win in terms of direct government subsidies. There are other 
reasons people locate in Ontario besides subsidies. I am saying 
state to state New York could beat us. 


| Mr. White: Do we really believe we are yoing to beat 
|that power structure? Look at the General Motors decision to 

| locate Saturn in Tennessee. General Motors sat in that beautiful 
| building in downtown Detroit. The governors came in, five at a 
_time, pleading to them to locate there. General Motors, the 

| tichest corporation in the world, got a bagful of money and put 
| the operation in Tennessee. 


Do we really think that because we want to enter into some 
free trade arrangement and are prepared to give up something on 
unemployment insurance in the fisheries, those governors who are 
desperately demanding jobs in their economy are going to give up 
the right to give $131 million to Mazda, as Michigan did? It is 
not going to happen with the US political system. 


Mr. McFadden: At the same time, that means we will not 
have to give up ours either. I would be inclined to think it is a 
quid pro quo on subsidies. 


: Mr. White: I am not persuaded it is. However, I am 
concerned because I think we have a fundamentally better social 

| structure, even though we have some criticisms of it, than the 

| United States does. 1 think it is up for discussion here and I am 
nervous about what will happen to it. 


#0:50 a.m. 


Mr. Gindin: Can I take that a step further? Using the 
example of the auto industry and the question of Japanese 
investment, we have been arguing against free trade and in favour 
of content proposals, so the Japanese companies that sell here 
have to make a commitment here. If you do not have content 
proposals, that is exactly what you end up doing, namely, bidding 
in the way you said. You end up with the Japanese saying, ‘We will 
come if you pay us to come." That is the consequence of moving 
away, of some kind of regulated trade. You will find the 
competition comes out in other ,forms. There will be the bidding of 
jobs, or with respect to labour relations. 


Interjection: That's happening worldwide now. 


Mr. McFadden: The area of social services was one about 
which I made a point of asking, as did other members of this 
committee, and I think the people in Washington, without 
exception, including the lawyers we saw, members of Congress, 
staff and administration all said they did not know where we ever 
got this idea. They know it has been talked about in a general way 
by some people, but they say they would not consider social 
policies as part of a free trade arrangement. They would not 
expect it to be under discussion, with respect to unemployment 
insurance, medicare and social programs of that nature. I think 
all the parties here are united on that. When we raised it with 
the Americans, they said that was really rhetoric and no one would 
Seriously consider even proposing we get rid of our unemployment 
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insurance plan or our medicare program. 


Mr. Haggerty: Is that not what the Macdonald commission 
has said, and Macdonald himself, that you have to sacrifice all of 
those programs for the benefit of free trade? It is right in the 
report. 


Mr. McFadden: I do not care what Macdonald said. I am 
reporting to you what the Americans said last week. They 
understand that would not be negotiable, and I think we all made 
it clear that from our point of view, nothing in Ontario means it 
would be negotiable on the basis of social programs. None of them 
said u'We Gnsistion its Welhey tall understood. 


Mr. White: How do you then balance that with what the 
east coast governors raised with the provincial Premiers on the 
unemployment insurance subsidy to fishermen? How do you balance 
that with an industry that says, because you have medicare your 
labour costs are about $4 or $5 an hour less and therefore that is 
an unfair competitive edge you have in Canada? I do not know how 
you balance those two. They are really saying the same things the 
Prime Minister is saying today. We are not going to trade our 
social programs. I hear people talking about a level playing 
field. What does that mean? 


Mr. McFadden: It depends on where you are coming from. 
We have a different version of a level playing field than they do. 


Mr. Gindin: It also means that, once you have negotiated 
free trade, even if you do not put the health care programs and 
the social security system on the table, when you move to a 
totally free trade arrangement in which things can flow back and 
forth at will with respect to corporate decisions, you end up with 
a problem. For example, if you try to improve day care in one 
country, the argument would be, "That makes us less competitive, 
because it is costing too much and diverting resources.’ Those 
things come up. 


Mr. White: Let me say this. If we thought this created 
jobs and did not affect our social programs nor political 
sovereignty, we would be a little nuts to go around arguing 
against it. The labour movement is pretty interested in those 
things, important social programs, jobs and political sovereignty 
in this country, but when you are asking for trade that is not the 
case. 


Mr. McFadden: That is the problem we have here right 
now. We do not have studies that tell us very accurately what the 
impact could be. If you have them, you will perhaps make them 
available, but what we have received is a number of opinions from 
economists and different sectoral groups, all telling us it is 
going to create an enormous number of jobs, or that it is going to 
create none and people are going to be unemployed. I do not even 
know if it is possible to get those figures, but there is no doubt 
we are having a hard time getting to a lot of specifics. 
Hopefully, over the next few months, betweeen all of us at all 
levels and everywhere, we will get some studies that may indicate 
possible impacts on employment. 


E-15 


Mr. White: I think you are going to have different 

points of view; you are bound to, on such a basic question as 
this. You will have different arguments from different sectors of 
the country. You can argue about whether the national energy 
program was right or wrong for this country, but do we really 
believe there was not enormous pressure from the United States to 
change it, and that we changed it to accommodate the United 
States? If we changed the Foreign Investinent Review Agency to 
accommodate pressure from the United States, where do we make our 
first speech about the fact that Canada is open for business 
again. That was under an arrangement in which we are not totally 
economically integrated, as we would be under a free trade 
arrangement. Ask yourself the question, what happens to important 
decisions if you are? 


Mr. McFadden: I guess the problem of the New Democratic 
Party is the thousands of people who lost their jobs with the 
consolidation of all the service stations and-- 


MreeoIndine tials nOoLat he, point. 


Mr. White: I am not debating the NDP program. I am — 
saying, whether the program was right or wrong, it was surely 
Canada's right to make that decision, but that was not how it came 
out. 


Mr. McFadden: This will be the final question. I guess — 
we are all worried about where we go from here as a country. 
Historically--and to an increasing extent, I think-- Canada has 
depended on exports as a way to create job opportunities for our 
people. In Ontario today, according to the figures we have 
received anyway, 30 per cent of our work force is dependent on 
exports. 


We know the American marketplace is potentially vulnerable 
to protectionist legislation. Second, and perhaps just as 
important, their economy could go into a tail-spin potentially and 
thus deprive us of our export market. This is particularly true if 
the American dollar were to start dropping. It could make us very 
vulnerable in exports to the United States. 


One of the mandates of this committee--sort of a mandate the 
committee itself developed--was to look past our relations with 
the United States at trade options available to us in the broader 
Bontext. I think we are all mindful of the fact that Ontario's 
exports go 90 per cent to the United States; we are even more 
dependent. It is an unhealthy situation to be in--when one of our 
customers makes up 90 per cent of our business. 


With regard to the auto industry or more broadly to the 
union movement, what is your view with regard to other markets 
that realistically are available to us and how to develop those? 
That is one thing we are trying to wrestle with here--how we can 
get back to somewhat more of a balance in our trading relations. 


Mr. White: I think for many years to come, the United 
States will still be our greatest marketplace. In spite of the 


See 
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irritants there today, you are absolutely correct about what our 
economy depends on. If the United States economy goes into a 
tailspin, the Canadian economy will be affected by that, as the 
world economy will be. The United States is still one of the main 
economies of the world and we are so integrated with that we 
cannot help but be affected by it. 


Are there other opportunities for us to pursue trading 
relationships? Yes there are, but we should not overestimate 
those. There are even greater opportunities for us also to pursue 
what we are pursuing today--for example with Japan and the auto 
industry. We must pursue the matter of content and the requirement 
of people not just CoO Sit ™=ine Cheir country and Ship 1a) DbuLsalso 
to make some commitment to our marketplace so we get some jobs. 


There is a lot of talk about how the change in our union 
would drive investment out of the auto industry. Since that time 
we have got Honda, Toyota, Hyundai and a possible General 
Motors-Suzuki joint venture. But all those came about because we 
are talking about import replacement coming here. There will be 
certain areas where we will be able to trade with Japan and with 
the Pacific Rim, and those are important to us. I still think the 
largest trading market with Canada for many years to come will be 
the United States. 


Mr. Guindon: May I go back to the question raised 

earlier about what experience do we have that we can draw on? We 
have not done any studies that one can put numbers to, but we have 
enough experience in a number of industries. We have experience in 
the agricultural implements industry, and the answer there is that 
free trade is not the magical solution obviously. It is easy to 
see that the problems go much beyond free trade and even in 
aerospace free trade is not going to be a magical solution. 


What is striking about the auto industry is the fact we did 
have safeguards rather than free trade. Second, all the problems 
we are talking about right now are primarily relationships with 
countries other than the United States--the question of overseas 
imports. Finally, one of the advantages we have with the United 
States is the question of exchange rates. You would have to ask 
whether the United States would allow Canada, in any kind of 
so-called free trade arrangement, to undercut the United States by 
having unilateral control over exchange rates. 


In the food and beverage industry where we are involved, 
free trade would be damaging. If you look at industries such as 
steel, we are involved only in the sense that we are major 
importers of steel, but what happens in steel depends very much on 
what happens to things such as machinery and office equipment. 


If you take a look around the world, no one has established 
those kinds of industries where a Country has not had a base in 
the past except through protectionism. The only people who argue 
for free trade in sectors such as machinery and office equipment 
are those who are competitive already. It is the ideology of those 
people who are competitive. 


That is not how the Japanese developed any industries. If 
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you look at the history of their auto industry, they only began to 
articulate free trade when they were in a position to take 


advantage of having achieved their status through protectionism. 
Less than one per cent of their market right now is imports. 











We have not done anything with respect to giving numbers or 
jobs lost. 


Mr. McFadden: I guess the conundrum we are in though is 
we have got a fair degree of protectionism in this country with 
various things, and we still have the things you mention. I know 
we can go on for some time about the reasons for those, but after 
all these years we still have not really improved ourselves--or a 
lot of us--without a fair degree of protectionism. 


Mr. Guindon: Sure we have protectionism but we do not 
with respect to tariff structure. What you are talking about are 
those things we normally identify as political sovereignty. 


ol a.m. 


Mr. Ferraro: I have two or three questions I would like 
to ask the witnesses. 


Mr. White, you made mention of the fact that we certainly 
need a national strategy. I think I probably asked the question to 
the same degree that Mr. Mackenzie has asked: Who are the winners . 
and the losers in this scenario? 


We are dealing with the question of national. strategy and 
with the premise that in this country, and to a large extent in 
Ontario, there is a confrontational aspect between management, 
labour and, to some degree, government. I hate to keep throwing up 
the example of Japan where there seems to be much more 
co-operation. There are a lot of reasons for that--culture and so.. 
forth. How do we resolve that? Or do you agree that there is this 
confrontational aspect? Where do we start? 


Mr. White: I think it is really overstated. A great deal 
of problem solving goes on every day between labour and management 
in Ontario and in Canada. People are sitting on a number of 
committees in labour, management and government. Japan's political 
system is different and its cultural developments are different. 
Its history is different and therefore its labour relations are 
different. 


When I met with the Japanese industry a number of weeks ago, 
I said: "You cannot expect to transplant the Japanese labour 
relations system into a Canadian environment. You can bring some 
of it, but you also have to accept that the environment in which 
we grew up is the one we know best. While our labour relations 
change through time, as yours will, you cannot expect to 
transplant those." 


I think it is very important, when you make an argument, to 
See how that has not scared away the Japanese. 


Mr.-Ferraro: 50 are. you saying, that we are starting, to 


a 


Hao 
be reasonable with one another in any event? 


Mr. White: No. It is not a question. You overstate’ the 
case of whether we are starting to be reasonable with one another. 
We represent the working people in this province and we are going 
to articulate their problems at the bargaining table with the 
corporations we represent. Many times we will see eye to eye, but 
there will be many times when we will be in substantive 
disagreement with them. 


We intend to pursue the issues on behalf of the working 
people. This does not mean that drives industry out of Ontario; it 
has not in the past and it does not show in the auto industry 
today. We represent a high-profile union which conducts a fairly 
aggressive collective bargaining policy. But again, I think the 
confrontational aspect is overstated in many areas. 


Mr. Ferraro: I have a second question, Mr. White, if you 
could aftord your comments on it. It appears now, at least 
unilaterally for the moment, that the federal government is going 
tOvbeisavVing tonene un pedpotates ts Letelss LOOk#abethac.. 


Mr. White: I am not sure. The Prime Minister is not 
going to announce it till after my appearance today, so maybe he 
is rethinking it. 


Mr oe hercalLoe LeuOpemtaatl 1S st rue. 
Mr. McFadden: That is what we have heard. 


Mr. Ferraro: At least until the papers come out tomorrow 
morning anyway. 


It seems somewhat, for lack of a better word, awkward that 
what we want to talk about here is a national discussion between 
Canada and the United States when we do not have free trade as a 
country. I point out--as I am sure you are well aware--the beer 
industry. Is that not a little chicken and egg or cart before the 
horse? 


Mr. White: We all have certain conflicts which we would 
rather not talk about. It is like collective bargaining. You do 
not put your worst position on the table; you put your best 
position on the table. It is the same with the arguments I am 
making today. They are the best arguments. I would not put the 
worst ones out here. 


There are certain trade problems between certain provinces 
in Canada and you have to work at those, but that should not 
stymie us from talking about whether free trade with the United 
States is a positive or negative matter. All I am trying to say is 
if Peter Lougheéd, an almost ex-Premier of Alberta, can make what 
he thinks is a national issue, surely this committee and this 
government can make it a national issue. It should not be 
sidelined by people saying, "Well, that is just industrial Ontario 
speaking from a selfish point of view." There is a national voice 
to be heard and I do not think we ought to be side-tracked by the 
fact we have problems between provinces. 
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Mr. Ferraro: I reinforce that and my boss has 


articulated Ontario's position and concern. 








Mr. White: Who is your boss? 


Mr. Ferraro: Mr. Peterson. My final question, Mr. 
Chairman-- 


Interjections. 


Mr. Ferraro: Now I have secured my position for cabinet 
in the future. The last question I have is regarding page 10. You 
said we are one of the highest in the world in terms of deficit 
per capita for importing, certainly in the manufacturing sector. I 
understand the only country that beats us is Saudi Arabia. 


I want you to address, if you can, one particular positive 
mepect of free ?trade} ifel’ can getithis out of you. 1 might also 
add that Ontario's deficit with Japan is $1.5 billion right now, 
but nobody mentions that too much. One particular positive aspect 
that has been suggested is that if there is a free trade 
arrangement--although the monetary situation is extremely 
volatile--we will get tremendous investment because of it, which 
would subsequently increase Canadian content. 


Mr. White: With gan Ot-- 
MEre rerrarosil guess. from the other-- 
Mr. White: I ask myself the question, why? 


Mr. Ferraro: If you ee free trade with the United 
States, and Il am an investor in West Germany with lots of money 
and I want to open up a Mercedes-Benz plant, I am going to get 30 
per cent more for my buck if I come to Canada unless they have 
that market. 


Mr. White: If you look at where the money is going 
today, it is to the United States from around the world. I read 
some numbers this morning that Japan is the second-largest 


investor in the United States, a country that is carrying an 


enormous trade deficit. So I do not think there is any guarantee 
that if you have a free trade arrangement with the United States, 
you are going to get a large amount of investment. We had to push 
like hell to get the Japanese into this country, even though they 
would have access to the United States under the Canada-US 
automotive trade agreement. But the political pressure from the 
United States is such around the world that if they want to exert 
it, they will get the advantage. 


We were told that if we lifted the lid off of the Foreign 
Investment Review Agency,-we would get large amounts of investment 
from the United States. I have not seen these billions and 
billions of dollars that have been hanging around waiting to come 
in here. It just does not automatically happen. It will not happen 
just because of a free trade arrangement. 
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There are people who want access, who look at Canada and 
talk about the importance of Canada and access to the US market. 
That is important for certain amounts of investment but a Lot of 
it will go to the United States, as a lot of Canadian investment 
is today. 


Mr. Gindin: You still get the investor saying, "We will 
come if you give us subsidies." The situation with the Japanese 
was that we had free trade access for them under the auto pact. It 
is there, in writing. The argument was still, "What happens if 
down the road the United States changes that?" It is always going 
to be that kind of question. 


Mr. Ferraro: I am hung up with the aspect that some have 
said that increased investment will come to Canada, Canadian 
content and so forth. It has been almost overwhelmingly indicated 
by various witnesses that there is no way Canada can sustain 
itself based on our population. It is the North American market 
that is going to entice investment. 


Mr. White: We are not suggesting that Canada's trading 
relations with the United States should cease, that they are not 
important, because they are. Also, we ought to understand that 
Canada is a very important market for the United States as well. 
We are a very important trading partner of the United States. 


Mr. Gindin: The biggest. 


Mr. Chairman: I will interject a couple of supplementary 
questions because I am not clear what your answer was to one of 
Mr. Ferraro's questions concerning interprovincial trade problems. 
They are not terribly significant in the auto industry but they 
are in others. What is your view on breaking down those barriers? 


Mr. White: Obviously we ought to try to do that. We 
ought to have a relative flow of free trade across our own 
country. A number of those issues have been there for many years. 
The political system in Canada is available for people who want to 
get at those. 


ies Oar i 


Mr.s'Chairman: All right. ‘Second ") would™likemto: ask va 
supplementary to Mr. McFadden's question concerning some of these 
bottom lines that we consider to be the fabric of our society. 


When we were in the United States, the answers we got 
generally reflected the lack of awareness of some of the concerns 
being serious. There was no suggestion that anybody wanted to go 
after unemployment insurance or a health plan. Most of us were 
suggesting that one of the things that should be on the table is 
countervailing procedures in the United States. If that is not on 
the table, we perceive that while the Americans now are saying in 
all good faith that they do not want to come after some of these 
Foes somewhere down the line that may be seen in a different 

ences 


I would like to draw on your experience as a negotiator. How 
much should we be putting on the table? Let us presume Mr. 
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Mulroney is going to say we should start to talk to the Americans, 
and let us presume this committee's report has to be based on that 
as a fact. How much should we be putting on the table? 


Mr. White: You can put whatever you want on the table. 
However, if you raise buy America programs, state subsidies, city 
subsidies and all that, it is naive in the extreme to think you 
are going to get at those under the US political system. The 
people dealing with those at the administration level have 
absolutely no control over what is going to happen in the states 
of Michigan or New York if they are desperate for jobs. To think 
that we are going to work through that morass and somehow get that 
levelled off is naive. 


I am from the school that says, "Once you enter into those 
discussions, you leave yourself vulnerable for people to say: 
"That is very nice, but what about your social programs? What 
‘about the prograims we are talking about?''' That is where the 
danger comes. That is why we ought not to start down that road. 


If I have a good collective agreement with an employer, I am 
not going to rush in halfway through that agreement and suggest we 
ought to reopen it for negotiations. I do not think that makes any 
sense. 


3 


Mr. Chairman: No. 


Mr. White: All I am saying is that in our relationship 
with the United States there are some problems today. We ought to 


focus on those problems and not go in with a big umbrella saying, 


"We want a blanket to cover everybody,'' because then you would 
raise all the problems you had not thought of up until then. I do 
not think that is a good negotiating stance for Canada. 


Mr. Chairman: Are we not then in danger somewhere down 
the road when the circumstances look very different from now? When 
a specific industry such as fishing is worried, are we not in 
danger in having the subject brought up when we have not locked it 
into an agreement so it cannot be brought up? 


Mr. White: All I am saying is that I do not think you 
Can get any agreement with the United States that will protect us 
in Canada if there is a given problem in a certain sector of that 
country that is creating large-scale unemployment, etc. If we 
think we are going to be isolated from the political pressures 
that will eventually come to Congress or wherever as a result of 
any free trade arrangement, that is looking at the impossible. 


Indotnotethink.it sis: going. to-happen, .and Lico not thaink—at 
would happen in our country. If we had a free trade arrangement 
with the United States, and Ontario had 15 or 20 per cent 
unemployment and we had thousands of auto workers laid off, do you 
not think this government and committee would be saying, "We have 
to change the rules"? Of course we would. We are not going to be 
isolated from that. 


Mr. Gindin: What you end up saying is, "We do not want 


to be treated like a different country." We are asking the United 
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States to say, "We are not going to do anything to you that treats 
you like a different country." That says you want to be treated 
like another state. That is what you end up asking for if you want 
those kinds of guarantees. 


Mr. Chairman: I am not following that. What do you mean? 


Mr. Gindin: If you are asking the United States not to 
interfere in its own interests in any way in its relationship with 
Canada so that it cannot respond to high unemployment in fisheries 
or lumber, what you are ultimately starting to ask for is that it 
treat Canada the same way it treats another state of the United 
States; that it not treat Canada in any discriminatory way. That 
is not going to happen unless Canada agrees to pay the price of 
being treated like another state. 


Mr. Chairman: In other words, you are saying they are 
not going to agree to what we would consider to be a level playing 
field. 


Mr. Haggerty. se havemaaquestion. 


Mr. Chairman: Is it a supplementary question? Mr. Rae 
has a question. 


Mr, Rae: Do you mind? I want to come in briefly ‘and°try 
to get in a supplementary on that point. 


One of the things I have found from going down to the United 
States and talking to social democratic groups and trade union 
audiences is that--I heard Mr. Kelleher quoted as saying that if 
the Democrats are elected and gain a majority in the Senate and 
the House of Representatives, it is going to be a disaster for the 
rest of the world, which historically I find a little hard to 
accept as an argument. = 


I would like to know what kinds of arguments you think we 
should be making to deal with these protectionist arguments that 
are directed against Canada at times. I agree with you that there 
is no blanket protection and that any country that thinks it can 
wrap itself in a treaty and hope to protect itself--those kinds of 
arguments are not going to work. One of the problems we have is 
credibility. We go to the United States, saying, "Please let our 
stuff into your markets," while at the same time we are saying we 
should be increasing Canadian content. It is pretty hard to have 
all the arguments on your side. 


Mr. White: Yes, but there are a lot of people in the 
United States who make the same argument about increased US 
content. They have buy America programs; that is their 
counterargument to it. 


We have to deal with the problems. If there is a problem in 
lumber, we have to see how best to come out of that. We cannot 
hold up some other industry that is doing relatively well and 
trade that off for lumber. That does not make any sense. 


- I see the federal people going in the direction of saying we 
will put them all on the table; we want to talk about all of it. 
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The US economy, its monetary policy and the politics of the United 
States will always seriously affect Canada. We cannot isolate 


ourselves from that because of the economic circumstances. Until 
now we have been reasonably able to make certain important 
economic and political decisions. To come totally under this 
umbrella would limit that. 


Nobody who is making the argument for free trade, to my 
knowledge, has shown the Canadian people where the development of 
jobs will come from as a result of it. You have to assume some of 
those jobs are coming from the United States. I think it was Mr. 


Baldrige who said free trade would create jobs in both countries. 
Again, the auto industry is an example of that. There are probably 





fewer jobs today, relatively speaking, than existed before the 
automotive trade agreement. It has shifted around a bit. 


Mr. Rae: You are saying that if your industry had a free 
trade arrangement and no pact that required a percentage of value 
added in Canada, why would you have a plant located here rather 
than somewhere in the United States? 


Mr. White: Today you might have, because there is an 
enormous cost advantage. 


Mr. Rae: Wage rates and everything else. 


Mr. White: But if we went into a recession, it would be 
so simple to close the Chrysler truck plant in Windsor and add a 
second shift at a much larger facility in Detroit. There, one 
would not have to meet certain requirements. We kept. the Chrysler 
truck plant in Windsor because of the requirements in the 
Canada-US automotive trade agreement. 


Equally important--I do not think you were here for the 
discussions--how would we have gone to Japan with the argument 
about their making some commitments to Canada on the same basis as 
the Americans did? How would we have done that if we had not had 
some protection? 


Mr. Ferraro: Let me play devil's advocate for a moment. 
There was a recession in the United States; we kept the plant open 
in Canada because we had that pact. Does that not reinforce the 
argument that if there were a free trade pact, the United States 


would still-- 


Mr. Rae: No. The only reason the auto pact works is that 


‘it has valued added in it. 


Interjection. 
Mr. Rae: You have a content requirement. 
Mr. Taylor: Heris talking’ about: honouring thei:pact. 


Mr. Ferraro: I am talking about honouring more than 
anything else. 


Mr. White: They honoured that pact because if they had 
not kept that facility here, they would have had to pay $240 
Million in duty remission. That was their honouring of it. 
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Mr. Ferraro: Can we do the same thing with free trade? 


Mr. Rae: Then you are not talking free trade. You are 
talking about a content agreement. 


This is partly a rhetorical question. ! hope you will agree 
with me, Mr. White, that it is disappointing, to say the least, 
that there was no discussion of the problem of foreign ownership 
in the Macdonald report. How can you talk about our trade with the 
United States unless you realize the majority of that trade is 
taking place between parent companies and their subsidiaries? If 
you change the nature of the tariff relationship and the pricing 
arrangements between those two companies--which are not 
independent companies--and create a free trade pact that has no 
content requirement in it, then you have a recipe for the 
depopulation of this country. 


Mr. White: I lived in a relationship within @ union that 
was reasonably progressive, and I had some arguments about it. l 
Can remember arguments at the international level of that union, 
among sectors of the United States, as to why we had certain 
Facilities that were not laying off employees when they were 
laying otf in the United States. The argument I came up with was 
that we had a trading agreement that specified certain commitments 
under it. 
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Mr. Ferraro: I am still not clear why you cannot have 
that same type of specification in a free trade pact. 


Mr. White: Let us say you are the Canadians and I am the 
Americans, and you come with a free trade agreement proposal to 
me, and i say, "Okay, free trade.'' Then you say: 'JJust a minute. 
Under that free trade agreement we want to have certain 
protections." 


Mr. Ferraro: We want to phase in; we want to have 
dollars. 


Mr. Gindin: Not temporary. 


Mr. White: Not temporary. If I were the American at the 
table, I would say: "That is a pretty nice free trade arrangement 
for you. When things are going well, I will share; and when things 
are going bad, you share." That is not free trade. Free trade 
means you do not have those protections; you go with the ups and 
downs of the economy. 


We are not talking about free trade between two countries of 
Similar size. We are talking about free trade between a very 
large, powerful economic nation and a country that is much 
smaller. It is like the elephant sleeping with the mouse. The 
mouse keeps nice and warm, but the elephant rolls over and the 
relationship changes dramatically. That is where it is at. 


Mr. Gindin: It is not only that the people who are 
supporting free trade are totally opposed to the kind of content 
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and safeguards the auto pact has. If you start mobilizing people 
around the question of free trade, making the arguments for free 
trade and getting free trade in other sectors in a blanket 
arrangement, you start putting even the safeguards under the auto 


pact under attack. It is not a question of spreading them; it is a 


question of losing those safeguards we have. 


Mr. Ferraro: One could argue that they are under attack 


now because of the protectionist attitude. 


Mr. Rae: I have one more question on that score, and 
then I will leave. Over the years, have you found resistance to 
the auto pact idea growing from within the American political and 
economic system, from congressmen from Michigan, Ohio, and 
elsewhere? 


Mr. White: In fairness, only when there was a recession 
and there were a lot of layoffs. That is bound to happen. But our 
union, on both sides of the border, has been supportive of the 
Canada-US automotive trade agreement because we saw it as 
important for the industry for integration and production. We also 
clearly recognized certain commitments to Canada. There were 
times, when the domestic international sales corporation program 
and all that came in, when, even under the auto pact, it gave a 
lot of favoured status to-the United States. 


Mr. Haggerty: Having listened to Mr. White this morning, 
the only thing I can add is that bargaining is the word. 
Government is a process of bargaining as it is with unions. One 
has to be very careful when talking about the auto pact because 
the larger corporations, such as Ford and General Motors, on the 
American side have agreements with the Japanese automobile 
industry which may have some serious consequences on the 
production of automobiles in Canada. Thankfully, they are looking 
at locating in Ontario. Even with the trade agreements we have 
with the United States in the auto pact, through that agreement 
they may be funnelling Japanese cars through the back door if we 
are not careful enough. 


Mr. White: The whole situation has changed since we 
Signed the agreement in 1965. Now there are Japanese investments 
in the United States that have cut off a large section of the 
market that Canadians used to have access to. The corporations are 
joining with the South Koreans, the Taiwanese and the Japanese, 
bringing in cars and parts from all around the world. So it has 
changed dramatically from what it was in 1965. But I still want to 
stress the importance to Canada of that agreement and the 
protections we had, and the importance of those protections for 
bargaining with the Japanese and the South Koreans. 


Mr. Haggerty: If we are talking about the free trade, 
which Mulroney and Reagan are discussing now, it seems they may be 
using a cosmetic approach to free trade and getting the press out 
of it. Meanwhile, the Congress in the United States is looking at 
Other pieces of legislation that would erect increased”~ trade 
barriers. That is what they are heading for. 


I do not know--I am new on this committee this week--whether 
there is someone reporting directly to this committee on the 
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happenings and the debates in Congress. Is the legislative library 
making services available so we can be in direct contact with the 
debates going on in Congress and be well aware of them? 


I attended two sessions this summer; one was in Quebec, at 
the Commonwealth Parliamentary Association meeting, where there 
was a discussion on free trade. 1 would suggest that the Prime 
Minister of Canada, the Premier of Ontario or any of the Premiers 
should be discussing or having some dialogue with certain members 
of the European common market. 


If you talk to some of the members from Britain, they will 
tell youste istpreat to have these trade agreements, but they have 
to be fair. There is always something in any of these agreements-- 
it can be the smallest thing--that can stop production in a 
certain country and cause layoffs, etc. 


For example, one of the discussions was about the fishermen 
in Nova Scotia who fished off Sable Island with that new agreement 
that was signed. They had a good market there for swordfish. The 
fishermen on the east coast of the United States objected to it 
because they were capturing the market. What happened was they ~ 
came out with the word that the fish were in polluted waters; so 
they stopped fishing in there. Who has the market now, catching 
the same fish in the same waters? American industry. 


Mr. Chairman: What was the committee you were attending? 


Mr. Haggerty: The Commonwealth Parliamentary 
Association. I would suggest this committee should be having some 
dialogue with or bringing some experts over from Britain.to 
discuss this, without sending 13 or 14 members there and about 20 
others. Let us. bring the experts in to open SP and give us their 
knowledge in this area of free trade. 


The argument the British put up is that it has to be free 
trade but, most important, fair trade. 


Mr. Chairman: That is a good point. One of the things we 
were told in the United States, though--and we are trying to keep 
track of Congress as closely as we can--was that some things 
happen in Congress, apparently in the middle of the night, that 
result in bills suddenly being passed the next morning. 


Mr. Haggerty: When they want to move down there to put 
in trade barriers, they will move quickly. 


Mr. Hennessy: Thank you very much for attending the 
meeting, Mr. White. You have helped our deliberations from the 
other side of the fence: 


There were questions asked and suggestions made when we were 
in Washington. Some items are very difficult; we know we are not 
going to win on those. Is it possible, or do you think it would be 
a good idea, to put those on the back burner and try to get the 
things we can agree on readily and then go back to these other 
items, such as agriculture and things like that--the raspberries, 
the hogs and so on--to try to work out a compromise afterward? At 
least in that way you get partially started on some kind of 
agreement. 
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Mr. White: That assumes you want an agreement. I come 

_from the other side of the issue that says we do not want a free 
_trade agreement with the United States. You have to put the issues 
of controversy that are there currently and creating the problems. 
Again, I want to remind the committee that the reason we are 
having this discussion in Canada today is that certain sectors of 
the United States have decided they no longer want free trade. 


Mr. Hennessy: And do not need us. 


Mr. White: And do not need us. They are raising certain 
problems with that. What I am saying is that those ought to go on 
the table with the people who are involved in those to see if you 
can minimize those irritants and not allow them to expand. 


I do not understand the rationale that says the way to get 
at those is to put everything on the table and start down the road 
to economic integration under a free trade arrangement. I do not 
accept that. That is the wrong way to go. I do not think that is 
what is going to be announced tomorrow, but I am still going to 
try to do my small part to articulate the other side of the 
question. That is why I think this committee's report will be 
important. 








Mr. Hennessy: You are not in favour of putting it 
partially on the table? 


Mr. White: You cannot-- 


Mrs Hennessy: 1am just asking you. ~The! question has 
been suggested by people at this committee. I am only using what 
they have said many times. : 


: Mc. White: Met Macdonaldecaidtinahis report >that’ if “you 
enter into free trade, you make sure you protect certain 
industries and social programs; you put in all these pieces. If 
you assume that, then the Americans are going to send some pretty 
different negotiators to the bargaining table, if you are going to 
come up with that arrangement. Remember that arrangement will have 
to be ratified by a Congress which today is pretty upset about. 
some of the trade agreements and arrangements they currently have. 


Mr. Chairman: The American agreement with Israel left 
out the service sector, simply because they thought it was too 
complicated and they were going to talk about it some other day. 


mee 30 a.m. 


Mr. White: Yes. But let us not compare the US agreement 
‘with Israel to where we are going. Already the economic 
interdependence in the multinationals-- 


Mr. Gindin: They also left open the question of the 
United States producing any kind of countervailing things if it 
does not like where it is going. 4 ia 


Mr. Chairman: I am sorry? 
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Mr. Gindin: The agreement with Israel also allows the 
United States to have all kinds of countervailing measures if it 
does not like where the agreement is going. 


Mr. Chairman: That is correct, and the United States 
seems at least to be saying to us that it does not want us to 
interfere with its countervailing procedures either. That is the 
reason I-- 


Mr. Gindin: Which means you remain vulnerable. 
Mr. Taylor: Or stnemiwit neoums., 
Interjection.. tials isa twosway Street. 


Mr. Taylor: Mr. White, now that I have butted in here, I 
was interested in your argument that the United States does not 
want free trade because of the number of bills and what it is 
doing now, which is protectionist in measure. 


Mr. White: I did not say the United States did not. 
Obviously, today there are certain people in the US that do. All lI 
am saying is that the reason I think we are having this discussion 
is that the US is interfering and raising questions where we have 
had free trade. 


Maplaylorsehly response is the United" states perception 
of other countries such as Japan. Japan has taken a brutal beating 
recently in the United States Congress. They look to Japan and 
say, ‘You are not trading freely and fairly with us. Thests 
response is, "We are trading fairly with you and look what is 
happening to our balance of payments.'"' That is not the only 
reason, of course. 


Mr. White: All I can say is Japan's answer to that is 
not to enter into a free trade agreement with the United States. 
They are prepared, very cautiously, to lift certain what they call 
problems in the marketplace, such as the farmers reviewing their 
position or lumber reviewing its position in the next five years. 
Their answer is not to have a free trade arrangement. 


Mr. Taylor: I am not addressing any bilateral proposals 
between Japan and the United States. I was not aware there was any 
in mind, apart from Japan as a nation that is part of the General 
Agreement on Tariffs and Trade. 


The point I am making is that the US reaction of 
protectionism is because it feels there is an uneven or unlevel 
playing field at the moment. That is a different situation from 
unilaterally engaging in protectionist measures-- 


_Mr. White: I have no argument with that. 
Mr. Taylor: --where there is even or fair trade. 
Mr. White: I agree with that. It.is interesting that the 
° OSes ELI : ° . e ° 
administration's response to the Japanese deficit in autos is to 


allow them to have free trade in autos, which today is one-sided 
free trade with the United States. 
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Mr. Taylor: The administration takes a very 


Mini losophical position. It is more purist. When you get to the 
Bpolitical realm of Congress, it is a lot different. 


i 





| Mr. White: I think it will be a little less pure as the 
unemployment situation develops. 


Mr. Taylor: Sure), because you will have a political 
Tesponse. 


| Mr. White: Are you.saying, politics is not pure? 

| Interjection: It is economics; it is not pure. 

Mr. Taylor: The fact that you would ask that question-- 
Mr. Ferraro: Are you saying labour relations is? 

Mr. White: ENOVSPocSsuLetis noc’ 


Mr. Chairman: Sometimes it seems extremely pure in the 
‘United States Treasury department. 


Mr. McFadden: The auto pact is probably the most 
significant economic pact with any of our trading partners 


"anywhere in the world that I think of offhand. 


What is your feeling about the auto pact? I take it you feel 


that on balance it was a good arrangement for Canada. Obviously, 


there are ways we can improve any. deal. Is our feeling now that it 


|}is a fair deal, that we would not want to unsettle the auto pact 
in any way? 


Mr. White: Let me say I do not think there is any 


question that on balance the Canada-United States automotive trade 
_agreement benefited both Canada and the United States. It 


benefited the workers in Canada as well as the workers in the 


United States, and it really benefited the industry. 


Over the years we have had certain problems with it in terms 
of research and development and the parts deficit. We have 
continued to raise those and to demand the companies make more 


commitments to Canada. However, on balance I think it has worked 
feceasonably well. We are running quite a large surplus currently. 
When the Americans raise that with me, I say, "Let us go back to 


1965 and look at all those 12 years when we carried an enormous 


maeficit." 


I think on balance it is working well. In all the times we 


have argued about the problems of the Canada-United States 


automotive trade agreement, we have never once suggested it should 


be renegotiated. We know that when you open that for negotiation, 


somebody else brings another piece to the table. 


Mr. McFadden: Perhaps in any discussion with the United 
States we can leave the auto pact out of it. I did not detect when 
we were down there that anybody wanted to reopen the auto pact; 
there probably are people who say they would like to. However, if 
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we can put the auto pact to one side, in your view and based on 
your research, are there other sectors that could benefit from 
some form of individual trade agreements? 


What I am getting at is the auto sector really benefited 
when the Canadian and American governments sat down, put all the 
cards on the table and negotiated a deal. There were years when 
the Americans may have benefited more from the deal than we did. 

We happen to be on the upside today, but one expects that in an 
arrangement. One side should not always benefit and the other side 
should not always be in a deficit. There should be a trade. I 
think, on balance, it has been a fair arrangement. 


Confronted as we are now with our dependence on the United 
States, are there in your view any productive sectors where we 
might look at some form of special arrangements which might 
protect our position and which might also over the longer run open 
up opportunities as the auto pact did for us? 


Mr. White: I do not know what those sectors would be. I 
want to go back to your first question. I do not think you are 
talking about free trade with the United States if the United 
States in the end result will allow you to set aside the largest 
piece of trade it has with Canada which has some basic protections 
for Canada. That may be the case today as we open these 
discussions while people have reasonably full employment, but in 
my judgement that will not be the case when we eet into total 
discussions with the United States. 


I do not know of any other sectors that do nor have access 
to the US market that you can give access to with some kind of 
different arrangement. You have to rémember the auto pact is there 
because the corporations wanted the auto pact as well. It was not 
just the two countries. i 

Mr. Gindin: I just want to re-emphasize that. One of the 
differences today is that as tariffs are lowered, there is no 
interest in an auto pact in the sense that you have virtually free 
flow anyway. All the auto pact then means for the US is that we 
are going to have safeguards. There is no interest in the United 
States just saying we should have safeguards. The auto pact was of 
interest in the mid-1960s because we had very high tariffs and 
therefore had certain structures in Canada. Corporations were 
willing to accept safeguards in exchange for lower tariffs so they 
could rationalize production on a North American basis. 


One of the interesting things about the safeguards is that 
they have been willing to accept safeguards in international trade 
relations. They would live with that. No one has taken advantage 
Gi Tite, 


Mr. White: The importance of that is we had US-based 
corporations which were taking a different position on trade in 
Canada with Japan in the auto industry than they were in the 
United States because we had already accepted that principle in 
Canada. i do not think that should be minimized. 


Mr. McFadden: Related to the auto industry are the urban 
transit vehicles. That is one sector where for the Americans that 
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is an irritant area clearly. It is an area in which we enjoy a 
‘competitive advantage, although probably not in all vehicles. 


Mu orWwhiteoebht ais-.alsor.ancarea,. wherest here are va. lot.iof 


buy America programs too. 


Mr. McFadden: That is one area where the nontariff 
barrier is starting to come up against us right now. When you talk 


about irritant areas related to the auto industry, would you 


include urban transit vehicles in the sectors that should be dealt 


With as irritants? 


Mr. White: Yes, but I remember talking to some people 


from Can-Car who were putting a large program in Detroit and the 
state of Michigan was requiring a certain amount of content. I 
understood that argument. How can you argue against that? I do not 
know how big an irritant that is. I do not think we should just be 
-sloughed off by the United States by saying that we have an unfair 
position in the transport industry when there are a great many 
-cities in the United States with buy America programs. 


Mr. Gindin: Quebec used a produce in Quebec program to 


get the General Motors bus plant. 


Mr. McFadden: Ontario does too. I just raise that 


'industry because with Bombardier and the Urban Transportation 
Development Corp., it certainly is an industry which is Canadian 
owned. 


Miro. Payor + sbUtCheneyOu fave (reably eget fing tinvolved 7in 


the overall issue of government procurement, which is pretty broad 
and might be a legitimate area of discussion. There are some 
pretty massive figures there. 


Mr. Ginden: We represent workers in the public transit 


industry too. One of our concerns has been that there has not been 
enough use of government procurement policies in the areospace 


industry, for example. 
Mr. McFadden: On whose side? 


Mr. Gindin: On our side. We have one of the largest 


aerospace fleets in the world, yet if you look at how the 
decisions are made with respect to building an aerospace industry 


in Canada-- 


Mr. White: When Japan decided to start purchasing Boeing 


maircraft, it did not. just buy them from Seattle. It said there was 
going to be a certain amount of Japanese content in that. There 
was going to be a sort of a tradeoff. You do not have Air Canada 
making that decision. 


= 


Mr. McFadden: What part of the plane that crashed was 


made in Japan? 


m.l:40 a.m. 


Mrz. Winitve 2 I idowsvot.. know 
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Mr. Chairman: That is the sort of thing you would be 
cautious about putting on the bargaining table. 


Mr. Mackenzie: One of the things we get thrown at us as 
well is something of a procedural argument. It is suggested that 
we just cannot continue to deal with the irritants or problems one 
by one and therefore should be entering into the umbrella 
agreement. I am wondering whwther you have any further comments on 
that. 


Mr. White: I do not think it makes sense to suggest that 
you cannot deal with the irritants one by one but that you are 
going to go into several years of negotiation and somehow deal 
with the whole picture. There will be more irritants unless the 
United States trade deficit drops dramatically, and we will have 
to deal with those. 


Mr. Ferraro: Mr. White, I understand and appreciate most 
of your comments and I think I know where you are coming from. 
There is one issue with which I am having difficulty, and I will 
ask you if you can try to clarify it for me. You say and admit 
that the auto pact has been honoured by both sides for various 
reasons. Yet you say that if we were, hypothetically speaking at 
this juncture, to arrange a free trade treaty with the United 
States, it would not be honoured because various factors would 
come into play. 


It almost begs the question, and I look to your response, 
but have there been treaty arrangements that the United States has 
made that it did not honour? Maybe this is the leap of faith they 
are talking about. 


Mr. White: The current Canada-US automotive trade 
agreement has some basic protections for Canada that are there 
because the corporations were willing to put them in to get around 
high duties. 


In my. judgement, if you enter into free trade discussions 
with the United States, the United States has the absolute right 
to throw the auto agreement into those discussions and that means 
you get. rid of the protections. I think they will say to us that 
they want to do that. If you are going to play from a level ; 
playing field, you no longer need protections in the auto trade 
agreement if we are going to have free trade. 


If you start down that road, you will put into serious 
jeopardy at certain times auto facilities in this country because 
people will add second shifts rather than make commitments which 
at one time were made to get around duties. 


There is an order in council that kept the American Motors 
facility in Brampton at 60 per cent Canadian content. As a result, 
we not only have that old facility, we have an investment of $750 
million from Renault to put in a state-of-the-art assembly plant. 
Had we not had the auto trade agreement with some basic 
protections for Canada and an order in council requiring a-60 per 

cent level of Canadian commitment in the firm's vehicle 
production, that Brampton plant would have been closed. 
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Mr. Ferraro: You are saying that in isolation and by 
sector we can have agreements and protect them. You do not think 
in a massive free trade arrangement we could have the same 
protections to protect such sectors as the automotive sector. 


Mr. White: If you were opening discussions in the auto 
industry today, you could not negotiate the Canada-US automotive 
trade agreement because the same scenario does not prevail. You do 
not have the high duty and you have foreign producers producing 
here. You could not get the United States or the auto industry to 
agree to that agreement today. 


Mr. Gindin: They might give you temporary safeguards to 
e2et you under an agreement, but you would not get permanent 
safeguards. ; 


Mr. Taylor: That does not mean the agreement is 
necessarily secure today either. 


Mr. White: Exactly. Regardless of which way it goes, you 
are absolutely right. 


Mr. Gindin: It is a lot more secure than if we said we 
would negotiate a new agreement. 


Mr. Chairman: There is no doubt about that, and you may 
say this is a naive assumption too, but supposing we convinced 
them to exempt the auto pact-- 


Mr. White: I would not feel any better about a free 
trade agreement. I see this from a much broader base than what 
happens to the auto industry or UAW members in the auto industry. 
If we were to look at this from a narrow perspective, we would be 
going to Ottawa and saying, "Go ahead, but make sure you protect 
the auto industry.'"' I see this as a much broader political and 
economic issue for Canada. 


Mr. Haggerty: Mr. White, on page 9 you mentioned 
Surrendering our water rights if we still have them. Is there any 
Other area that you have considered in the free trade agreement 
with the United States? 5 


Mr. White: I had not really thought about others. Again, 
Hthink it is fair to say that it.is not overly dramatized. We. 
have to talk about a number of important political decisions that 
we have to make. 


Mr. Haggerty: I was reading an article in the Globe and 
Mail this morning which said that the Premier of British Columbia 
was visiting California to try to make long-term arrangements for 
energy sales, the renewable resource of water included. In 
meetings I have been to in the last couple of months, there has 
been a big push by the provinces, particularly the western 
provinces, in support of free trade. 


They want to get rid of the energy resources out there and 
get rid of them fast. They want to make a buck now and they do not 
care how. They will worry about that later on. That is what their 
thrust seems to be. 
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Mr. White: That is why we cannot come at this from an 
Ontario perspective. I think Ontario could help lead a national 
debate. I think there are a number of people in the western 
provinces that are concerned about the directions some of those 
provinces are prepared to take on this issue. 


Mr. Haggerty: Does your group feel we should be looking 
at breaking sear some of the trade barriers between provinces 


first? For example, there is the national energy grid we talked 
about where we would have power generating stations in Ontario 
which would tie into an east-west grid, or a pipeline across 
Canada so we could tap into our oil fields off the coast of 
Newfoundland and the gas and oil fields in Alberta. 


Mr. White: No, we have not looked at it. What I am 
articulating today is the position of the Canadian Labour 
Congress, which includes people like Jack Munro, who heads up the 
woodworkers’ union which is subject to the discussions on stumpage 
fees and access, etc. It is important to remember that while some 
people would dismiss the Canadian Labour Congress, it is a 
national voice and it represents people from all regions of the 
country, including the western provinces, the presidents of 
federations, people from the energy and chemical unions, the 
woodworkers’ unions on the west coast and fishery unions. Those 
people are of one voice in saying that this is not a good avenue 
for us to travel. 


Mr. Haggerty: I just wondered whether your group had 
done any research in that area because jobs can be created there. 


Mrs White: No, we have not. 


Mr. Haggerty: I always say let us bring Canada together 
first and we will worry about the exports later on. The market 
will always be there for the export of energy, particularly oil 
and gas, to the United States or any country throughout the world. 
Perhaps we should cement our sovereignty in the Northwest 
Territories and the eastern Arctic also. 


Mr. Chairman: In dealing with the issue of 
interprovincial tariffs and nontariff barriers, there are 
arguments, I suppose, that can be made on behalf of those barriers 
by smaller provinces, such as the land ownership problem in Prince 
Edward Island or the unemployment problem in Newfoundland. I 
gather there is a bit of a consensus in this committee that we 
have to look more seriously at these barriers than we have in the 
past, but when we talk about it that is somewhat in contradiction 
to the suggestion in your brief that we should be very careful 
about our sovereignty nationally in looking at the United States. 


Mr. White: I think we have made certain decisions in 
this country for regional reasons. When we put all those in a 
discussion, they should not necessarily go away. British Columbia 
will argue that it has an enormous deficit in trade because of 
trade barriers with Ontario, for example. 


bars50 Lav. 






home. 
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All I am saying is that the political process in Canada at 
least allows you to discuss those from a national perspective 
‘within a sovereign country. You can live with those. You get to 
‘what is the art of the possible and how important those still are 
;to certain regions in the country. Many of them are very important. 
i. Mr. Chairman: That begs the question of how far we are 
Bgoing to get. Are there any other questions? 


Mr. White: Thank you very much. 


| Mr. Chairman: Thank you very much. We appreciate having 
-you here. We will look forward to reading your report. 


Mr. Mackenzie: I may have heard members of the committee 
incorrectly. I was a little disturbed by what I thought was a 
teflection that what the federal government does may have some 
bearing on how we report in this committee. If I was wrong earlier 
in the conversation, I apologize and there is no need to worry. 


| However, I do not think that whatever decision is made by the 
federal government tomorrow should in any way direct what this 


/committee has to say regarding its report. 


Mr. Taylor: I sensed a message from the chair that would 
indicate our posture might be premised on the federal 
announcement. 1 was sensitive to that message as well. It struck 
me that the committee should exercise--and I am sure it will-- 
full independence of mind and judgement in connection with this 
Ee port. 


Mr. Ferraro: Absolutely, otherwise we might as well go 
Mr. McFadden: I assume we have to respond to what the 
federal report might say and what it might do to the environment, 


Once it comes out. 


Mr. Chairman: We are going to be releasing a report in 


October. If this country is in the middle of some discussion at 


that time, I see nothing wrong with this committee being aware of 
it. Otherwise, we are talking in a vacuum. 


Mr. Mackenzie: When I heard your comments, I was worried 
that we might have to react differently, depending on which 
decision is made tomorrow. That certainly is not my feeling. 


Mr. Chairman: I may be anticipating something that will 
never occur. However, I stand by my thinking, that whatever we say 
has to be current. That is all 1 was going to say. 


Mr. Haggerty: We should have a detailed review ofethas 
whole matter of free trade. . 


Mr. McFadden: Mr. Chairman, I agree entirely with your 
observation of how we are to react to what is going on. I think it 
is going to create difficulty for us because we are not dealing on 
a strictly level playing field. New things are being created here. 
I have a feeling it is going to force us to raise a lot of 
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questions in order to carry on our research. I suppose we will end 
up talking about trade arrangements, what we can do in response to 
protection, as they do in the United States, and how to develop 
the markets, if the federal government says it is not going to 
have any discussions, 


Who knows what the federal government might decide to put 
into negotiations, if it goes ahead with them. They could be 
comprehensive or they could-- 


Mr. Ferraro: I think the federal government will have 
discussions. 


Mr. Chairman: I suppose we can still say the field is 
open for us to comment on virtually anything. 


Mr. McFadden: This is the general point. I think in that 
case we are going to have to figure out how we respond. 


Mr. Ferraro: Why do we have to respond? 


Mr. McFadden: We have to acknowledge it in whatever we 
say, whether the discussions start or do not. I do not know how we 
cannot even allude to the fact that any discussions are taking 
place. I think that is what the chairman said. He said you cannot 
make believe those things are happening. We have to enter into it. 


The question is, how do we do it? If it is as general as you 
are suggesting, then there may not be much to say, except about 
the discussions. 


Mr. Ferraro: If he comes in and says negotiations are 
going to start tomorrow, he has nine million people in Ontario to 
contend with. 


Mr. Mackenzie: It will certainly be argued. However, I 
do, notvthinkwitewillebe that clear. 


Mr. Haggerty: /He does not have a consensus from all the 
Premiers. 


Mr. Chairman: I am saying that I do not think we can 
approach it in a vacuum. 


Mr. Ferraro: I totally agree with you, Mr. Chairman. 
Mr. Chairman: We would be expected to respond to that. 


Mr. Ferraro: I just had the same concerns expressed by 
the other members that it should not deter us from our course. We 
have to consider ait. 


Mr. McFadden: Nothing can deter us from our course. 


Mr. Chairman: I may be guilty today of being generally 
clumsy in communicating. I want to state something else on the 
record as well. On page 5 of this morning's Globe and Mail, there 
is a quote from myself that was not taken in the complete context 
of What Lo sata. 
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Mr. Ferraro: Are you saying reporters make mistakes? 


Mr. Chairman: I simply wish to put on the record what I 


perceived when I was in Washington, that we have many friends in 


Congress, as we have in the administration. There was no one in 
the Senate pointed out to us as someone who would go to bat for 
Canada during the course of these negotiations or during the 
course of various bills which might be before the Senate. No one 


in the Senate was pointed out as someone who would particularly go 


Bm bat for us. I thought I had made that particularly clear. 

Also, in talking about terminology, I was talking about the 
term ‘free trade,’ which is a positive term; at least I picture it 
as a positive term in the context of the American political scene, 
whereas in Canada we are talking more about enhanced trade. 

Mr. Haggerty: Let the record stand. 


The committee recessed at 11:57 a.m. 
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The committee resumed at 2:08 p.m. in room 15l. 


ONTARIO TRADE REVIEW 
(Cont inued) 


Mr. Chairman: Today we have with us G. F. Bentley and G. 
J. Finn, from Polysar Ltd. Mr. Bentley is the group 
| vice-president, basic petrochemicals division, and Mr. Finn is the 
manager, government relations. 


I understand you wish to give us a few hints on the inside 
eof your industry and then you will be available to answer some 
| questions. 


POLYSAR LTD. 





o* Mr. Bentley: It is a pleasure for us to be here. We 
submitted a written brief and we do not propose to repeat all of 
that today. Mr. Finn is going to present some background on the 
petrochemical industry and then say something about our company. 
Then we have taken what we believe are the pertinent points from 
Our written brief. Of course, we are prepared to answer questions. 
I do not know how you would like to proceed. If you would feel 

| more comfortable asking questions while we are presenting it, that 
| is fine. If. you want to wait until we are finished, it is up to 
you. 


Mr. Chairman: A few weeks back, I used to warn witnesses 
that we intended to interrupt. However, I think we have become. a 
little more lethargic lately and you can probably get through your 
brief. 


Miss Stephenson: 1 hope we have become more courteous. 


Mroy Tay lores The chairman calls it "lethargy," but we 
Ball it. civilized." 


Mr. Chairman: We are a little more civilized. 


Mr. Finn: We are pleased to appear in front of your 
committee today and we welcome the opportunity to provide you with 
some factual information on the petrochemical industry. We would 
like to spend 15 minutes or so outlining some aspects of the 
industry to give you a bit of perspective on it. 


The Canadian petrochemical industry had sales in 1984 of 
slightly more than $6 billion. It does this mainly by converting 
Canada's resource strengths into tangible economic benefits for 
the nation. Approximately four per cent of domestic crude oil and 
Close to 30 per cent of natural gas consumption were upgraded into 
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a wide range of products that virtually all flow into other 
manufacturing processes at home or abroad before reaching final 
consumers. These end products range from automotive components and 
pharmaceuticals to clothing, construction materials, pesticides, 
paints and cosmetics. 


The industry has more than 70 manufacturing plants; 35 per 
cent of the Canadian capacity, however, is in Ontario. It is one 
of the most capital-intensive sectors of the economy. In 1984, the 
gross investment was approaching $600,000 per employee. 
Nevertheless, the industry has still managed to create more than 
6,000 jobs in the last 10 years. It directly employs 18,000 people 
and helps to generate and sustain about 50,000 jobs in many 
upstream supply and support industries and a further 125,000 jobs 
with downstream processors. Well over half of these processors are 
in Ontario. 


During the 1950s and 1960s, Canada's petrochemical 
production, in common with much of this country's industrial 
output, originated in relatively small plants primarily serving 
the domestic market. This was a difficult posture to sustain in a 
world environment in which economic petrochemical plant sizes were 
increasing rapidly. For example, the typical world-scale ethylene 
plant--ethylene is the basic petrochemical--increased from a 
capacity of about 100 million pounds per year in the mid-1950s to 
one billion to 1.2 billion pounds per year by the early 19/0s, 
with a consequent halving of production costs. 


Reflecting this intensified foreign competition, investment 
in Canadian petrochemical facilities stagnated and production rose 
about half as fast as domestic consumption during 1965 to 1974. 
Trade during this period moved from a relatively balanced position 
to a deficit of 6450 million in the latter year. 


Beginning in the early 1970s, the petrochemical industry 
committed itself to investing in world-scale plants and was able 
to advance to a point where it could compete against other major 
petrochemical nations. Because of the relatively small size of the 
domestic market, the search for markets abroad became critical. 
The volume of petrochemical exports increased nearly sixfold , 
between 1974 and 1983, and Canada has enjoyed a trade surplus in 
these products in every year since 1979. Today nearly 30 per cent 
of industry sales are made in export markets and over 60: per cent 
of these are made to the US. 


Canada has been recognized as an energy-rich country and, 
therefore, a potentially strong participant in the international 
marketplace for petrochemicals. However, its competitive strength 
comes from a balanced variety of factors, as compared to other 
energy-rich countries of the world where feedstocks_are available 
at extremely low costs. 


The fundamental strengths that are helping position the 
Canadian petrochemical industry in the international market, 
beyond the fact that it has significant energy resources in excess 
of its domestic needs, are the following: (1) a highly skilled, 
efficient work force with supporting educational institutions and 
in-house training programs; (2) modern, efficient production 
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facilities with more than 60 per cent of the investment in the 
industry having been made within the last six years; (3) the 
availability of effective distribution systems and proven 
/international marketing skills; (4) recognition internationally as 
a dependable, secure and diversified source of supplies to other 
countries, based on a stable and reliable business environment, as 
well as historical political stability and an advanced overall 
infrastructure; and (5) availability of a strong domestic base of 
Operation arising from the existence of a substantial 
sophisticated market for petrochemical products within Canada. 


We will provide some specifics on Polysar. Polysar Ltd. was 
established in 1942 as part of the wartime effort and has grown to 
_be the world's largest manufacturer of synthetic rubber and latex. 
In fact, Polysar introduced synthetic rubber to the world at large 
immediately after the war, when it was apparent export markets 
were essential for the company's survival. 


The limited size of the Canadian domestic market and the 
post-war resurgence in natural rubber required us to develop 
overseas markets for a number of our products in order to maximize 
the efficiency of our production facilities. This, in turn, led to 
a new research and development centre and more production 
facilities to serve these burgeoning demands throughout the 1950s. 


By the 1960s we were facing much stiffer competition from 
other producers overseas, and this caused us to establish 
production facilities in strategic areas such as France and 
Belgium. At the same time, we were opening sales and technical 
offices close to many of our markets. This process has continued 
with several acquisitions until today where we have manufacturing 
plants and offices in 15 countries. 


We have acquired extensive experience in entering new 
markets .around the world and have been able to do so on a 
competitive basis by adhering to the major factors mentioned 
earlier. For example, we were the first North American rubber 
producer to enter the European markets and helped to create a 3 
demand by providing customers with technical knowhow. We have been 
selling synthetic rubber to China since 1959 and have spent 
considerable time helping’ to train Chinese nationals both here and 
at home. We have recently entered into a joint venture with China 
to provide them with Polysar's advanced technology in latex, and 
they will give us broader access to their domestic market. This 
will inevitably lead to other production and marketing 
Opportunities. . 


Our world headquarters are in Sarnia, and about 44 per cent, 
which is 3,000 people, of Polysar's global employment is in this 
area. We have invested $1 billion in the Sarnia area in the past 
decade and we have just announced another $100-million project to 
ensure the continuing competitiveness of Polysar's Canadian 
Operations. Our Canadian production serves well established 
markets in 45 foreign countries. 
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Polysar fully supports the concept of free trade and, 
therefore, trade liberalization, providing domestic conditions 
concerning federal policies on energy, taxation, research, etc., 
are supportive of the company's efforts to increase its 
manufacturing capability and competitiveness and thereby enlarge 
its exports both directly and through domestic customers. 


To be competitive in the United States or anywhere in the 
world, Ontario companies must adhere to the basic thrust of the 
major factors identified earlier. Polysar is fortunate to be well 
positioned with respect to all of these. We recognize, however, 
that other sectors, possibly including some of our own downstream 
customers, may face different trade prospects and will require a 
transition period to adjust to the world environment. 


On the next few pages we have extracted a few highlights 
from the official position we had submitted on trade policy to 
this committee a month or so ago. I will highlight a few pieces 
from that. 


Enhanced access to all world markets would provide many 
advantages to Canadian companies, including larger markets, 
increased sales, lower unit production costs, increased capacity 
utilization and high profits. It would stimulate domestic firms to 
become more efficient, specialized, innovative and internationally 
competitive. However, there is a continuing and increasing risk 
that Canada's access to international markets would be severely 
impeded by the proliferation of nontariff barriers within the 
world trading system. To combat this trend, Canada must seek to 
preserve and enhance the multinational trading systems embodied in 
the General Agreement on Tariffs and Trade. 


The federal government should work in concert with other 
nations in favour of a new round of multilateral trade 
negotiations which could begin in 1986. The new round will serve 
generally to strengthen the multilateral trading system and 
specifically to further Canadian interests with our principal 
trading partners by providing a framework for’ reducing and/or 
eliminating tariffs, resuming efforts to come to grips with the 
trade effects of nontariff measures, improving and developing 
international trade disciplines and developing international rules 
in new areas such as trade and services. 


It would be a mistake to rely solely on GATT, however. 
Polysar believes there is scope, as well as a pressing need, to 
move immediately towards liberalizing trade with the United 
States, which is overwhelmingly our most important export market 
and where there are threats of broad protectionist measures. This 
action can be, and should be, consistent with our commitments to 


GATT. ond ded 
Deel 


As a first step, the Canadian government should negotiate a 
formal consultative framework with the United States, such as a 
trade enhancement agreement. With this framework agreement in 
place, it will then be possible to begin reviewing the 
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implications of a comprehensive agreement to remove all barriers 
to Canada-US trade. This will need to be done for all sectors and 
should include a thorough study of the industrial policy 
environment required for each industry to adjust and develop. 


The remaining consideration is for specific opportunities 
of an urgent nature, which should not await the conclusion of the 
first two elements. The petrochemical industry provides such an 
opportunity. 


Securing access to US markets is a matter of tremendous 
urgency for the Canadian petrochemical industry. The industry has 
taken a number of steps towards the goal, but further progress 
towards liberalized Canada-US trade in petrochemicals will not be 
possible without a clear, positive signal from Canadian 
governments. 


Now we would be pleased to answer any questions you have on 
our brief or on Polysar Ltd. 


Mr. Taylor: In this committee, we have heard from | 
certain segments of society, in particular the labour unions, that 
Canada should not be overly concerned with the need to be 


internationally competitive, that we should concentrate on 


building our nation to be more self-sufficient, and that we should 
do this through measures such as import replacement and a 
government industrial strategy which would support the 
strengthening of our infrastructure and industrial manufacturing 
base. I would like your response to this position. 


There seems to be a. cleavage developing. As a province and 
as a country, do we have to be cognizant--I am hesitating to draw 
a conclusion; I may reflect my bias--of a global marketplace and 
the need to trade in order to maintain, if not enhance, our 
present standard of living? It is a large question, but I put it 
to you in the context of the story you have unfolded today, which 
is one of a modern industry you have expanded at aoaaas expense to 
meet global competition. 


In order to be competitive, you have had to engage in the 
world marketplace because’ your share of the domestic market was 
shrinking. That may be a lesson for other industries. hae Kee OG 
some response. 


Mr. Bentley: I would like to reply and maybe ramble a 
little. Polysar is one of the few truly international Canadian 


‘companies. I have had the pleasure of working overseas for a good 


many years. 1 spent eight years running our offshore operations in 
Brussels. Going back, if Polysar had not expanded into the 
international marketplace in the late 1940s and early 1950s, it 

would not exist today. The domestic Canadian market for synthetic 
rubber was not large enough to sustain an industry of this nature. ~- 
Therefore, it was forced to go international. That was very 

fortunate because we have been able to build from the base that 

was established in the late 1940s and early 1950s. - 
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Also, this industry, as we said in our brief, originally 
built small plants which could serve small markets. In the 
petrochemical industry today, you have to build world-scale 
plants; otherwise, you cannot possibly be competitive. We have 
world-scale plants. The majority of our assets are in Canada, but 
we have plants in France, Belgium, Germany and Mexico. Those 
plants serve world markets, not just a small market. 


We are an energy-rich, hydrocarbon-rich country and we are 
viewed as that in the world at large. We want to upgrade our 
resources. The petrochemical industry is one industry that has 
done that. I believe that if Canadian business people are almost 
forced to go more into the world market, they will learn how to 
develop those markets and in the longer term we will be much 
better off and will have a much stronger Canadian economy and a 
much larger place to play in the world economy. 


Mr. 2 ay.lor: ~The,othersquestionsliwouldelikes to pub.to 
you is a response in regard to the present problems in trading 
with the United States. Do you see those problems becoming more 
severe and do you see the need for some action now? 


Mr. Bentley: We are in a very fortunate situation if the 
remaining trade barriers were removed. We do not have large 


barriers. We would not benefit as a corporation and would probably 
end up with an additional profit of only about $5 million. 
However, if we get into a constricting situation and we permit the 
Americans--they seem to be heading towards countervail and those 
kinds of actions. If they impose legislation setting up barriers, 
we would be hurt. For example, if our industry were fenced -back 
into Canada, we-would not and could not survive. 


Mr. Taylor: I put that to you because an argument has 
been made, and I think it was made as recently as this morning by 
Bob White of the United Auto Workers-Canada, about maintaining 
what has been termed a status quo position, one of reacting and 
responding to problems as they arise, whether it be with steel, 
fish, raspberries, hogs or lumber, one of participating and 
reacting on that basis. 


Personally, I have some concern about that, if only because 
there really is no status quo. Everything is so dynamic today that 
we keep dealing with a changing subject matter. I would like your 
response in regard to your industry and the posture you feel is 
most appropriate. Is it to carry on business as usual and then 
respond, or do you feel it is important to take some initiative 
now? I put that to you because the message I am getting from some 
quarter Saisethatyvalthough everyining. 1s nole.all (righe, 1b fis 
going reasonably well, so why respond or react when you are 
probably putting everything up for grabs and perhaps participating 
in a net loss to Ontario and Canada? 


DOOD In. 


Mr. Bentley: When you spend a good deal of time in the 
international marketplace I assure you that if, for example, you 
are in China, there are a lot of Americans, Germans, Japanese, 
English people and French; they are all there. If we are going to 
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compete, we have to be there. I think that is something Canadian 
business people have not realized. They must be out there in that 
market to compete in order to grow. The world is a dynamic place 
and is changing very quickly. If we stand on the sidelines, then 


we are not going to participate in my opinion. 














Mr. Taylor: Maybe my question was too broad and it 
prompted that broad response from you, but again about Canada 
vis-a-vis the United States, the relationship of your industry in 
terms of the US market, do you feel you can adequately carry on 
business as usual without any response, or do you feel that there 


should be some initiative on the part of government? 


Mr. Bentley: We feel there should be initiative on the 
part of government, clearly. 


Mr. Finn: If I could just say something on that subject 
as well. We would not be telling: you anything new by saying that 
there are now 300 or 400 pieces of legislation or proposed bills 
being talked about in the United States, all of which are aimed at 
correcting the trade imbalance in which the US finds itself. 


There are a number of those, I suppose you could say several 
dozen, that would have an impact on us. There is talk about a 
general surcharge and then a number of specific surcharges on 
imports coming into the United States levelled against countries 
that have a positive trade balance with the United States or that 
do a certain volume of business with the United States. It is a 
very difficult way to run a business, always wonder ing if you are 
Boing to beat that particular bill or not; if it is.electioneering 
or whatever it is described as. It is a very difficult environment 
in which to conduct business. 


I. think the sensible way to do that would be to have some_ 
overall arrangement with the United States. 


Mr. Taylor: That would be my view, if I can confess that 
view here without prejudice, Mr. Chairman. That would be my view. 
You should not be in a position of running a crisis centre and 
continually reacting. But there is the view that all of this 
legislation--I have heard’ the estimate is somewhere between 200 
and 400 bills in Congress that are protectionist in nature--may 
result in what has been termed by at least one economist as Canada 
being sideswiped in that process. 


With that environment, «thescriticism’is “Canada, Ontario, 
you are just being intimidated. Why are you reacting to an 
environment of intimidation, an atmosphere of fear?" I am not 
easily scared, but it would strike me that I should be concerned. 
I do not know your view. 


Mr. Finn: I think eventually if you have say 200 to 400 
proposed bills that could have an impact on you, the chances are 
that over time some of them are going to come into law in some 
form or another. There is always. the possibility, the way the 
system is in the United States, that something will be tagged on 
BO a bill. 


E-8 


We keep hearing that Congress may pass this, the House might 
or the Senate might, but when it gets to the President, whose 
nature is free trade, he will veto it. You cannot operate a 
business while waiting for the President to veto it. That is not a 
good environment in which to operate. There is always the danger 
that the mood of the administration will be to veto such a thing 
but to give up a piece of a few of those bills and tag them on to 
some other legislation. 1 think really the only predictable way, 
and the best way, would be to have an overall environment or 
arrangement between the two countries. 


Mr. Taylor: I might add a postscript here and then I 
will let someone else get involved in the questioning. 


I have some concern with the growing numbers of 
sponsors--that is the growing sponsorship by the individual 
members of Congress, whether it is the House of Representatives or 
the Senate--might in itself gather sufficient momentum that at 
some point the President is not going to be in a position to veto. 
If he does, there is a solution to that as well, as you know. 


Mn wbentley miustmto add alittle bpiteto thar, tie 
United States is our largest single market, but on an even basis 
we compete very effectively in that market with companies much 
larger than we are. You hear that Canadians are fearful about 
competing in a world market. I believe that is not true. Our 
company is a clear demonstration that on an equal basis we can 
compete very effectively around the world. Our people, our 
technology and our infrastructure can support a truly world-class 
industry. 


Mr. Taylor: I promised to stop, but I have one 
concluding question. We have heard there are no hard facts. Where ~ 
are these industries that are going to generate more jobs? Are we 
going to lose more jobs in the process? I guess that is what it 
comes down to. Certainly it is political. There is some broad 


opinion, and a correct opinion, that is concerned about employment. 


Would you say then that yours is one industry that would 
shrink with respect to employment if it suffered from more 
protectionist legislation’ from the United States and, presumably, 
from other countries? 


Mr. Bentley: Yes, it is clear we would suffer rather 
substantially. That is not only our company; it is the 
petrochemical industry. i 


Mr. Mackenzie: Going back to one of the comments that 
the member for Prince Edward-Lennox (Mr. Taylor) made, you were 
discussing your experiences on the-international scene, that you 
have to be there in China or some of these areas to make your mark 
or get the business today. I am interested in what connection that 
has with us having a free trade treaty with the United States. 


What prevents you now? You are obviously doing fairly well 
from the summaries you have given us to date. What prevents you 
from competing in those markets now? What has a bilateral free 
trade arrangement with the US got to do with your company moving 
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in to world markets? 


Mr. Bentley: As I said earlier in my comments, 


/specifically with respect the United States, it is our largest 


market. I believe the world will not stand still. If we do not 
move forward on freeing up trade, not only with the United States 
and through GATT, restrictive barriers will come up. That would be 
really disastrous for our industry. 


Mr. Mackenzie: So it is barriers that may come up from 
other nations. Whether or not we enter into a free trade deal with 
the United States has no direct relation to your ability to 
compete or go after business in China or some other country at the 
moment. 


Mr. Bentley: No, but if we are not seen as a nation that 
is in favour of free trade we will not be as welcome in the 
trading markets. I have heard many people saying Canada does not 
want foreign investment, because of the difficulties it has put in 
place of investing in our country. They look at those broad issues 
and look at whether the Cones is really open to trade or is 
closed to trade. 


Mr. Mackenzie: Are you referring to something such as, 


the Foreign Investment Review Agency? 


Mr. Bentley: Yes, something such as that. 


Mr. Mackenzie: We have our own people telling us that 
that really was a bogyman or a false issue. 


Mr. Bentley: I am only expressing a view that I heard 
from some foreign business people. I have not actually thought of 
Bt. 

Mr. Mackenzie: It is a view that is not necessarily 
accurate, unfortunately. 


Mr. Bentley: No, it could well be. 


Mr. Finn: It is an impression that is created. The same 

is the situation when Mr. Bentley says that moving into China is 
something that is important to us. That is really the orientation 
of the company. It would be difficult to say that in one market we 
would be interested in free trade and in the other market we would 
be interested in barriers. Generally our orientation is that you 
need to be aggressive, you need to operate in a competitive world 
market whether it be the US, China or anywhere. 


2:40 p.m. 


Mr. Mackenzie: I would think there is much more room to 
manoeuvre with respect to multilateral GATT negotiations in that 
area than there is in specifying one country with which we want to 
enter into a free trade deal. I am not sure what that would do for 
your business in China or any other nation. : 


Miss Stephenson: In defence of the company, their 
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statement very clearly was that we should not do one or the other; 
we chould attempt to do both. 


Mr. Mackenzie: You also stated there is very little in 
the way of barriers to your industry at the moment. In effect, you 
are currently operating in a free trade environment. 


Mr. Bentley: No, there are some, but it is not a major 
factor. I am not speaking for the petrochemical industry; 1 am 
speaking for our company. It is not a major problem at this time. 
However, we do such things as-- 


Mr. Mackenzie: I know the fear. Unfortunately, that is 
the basis on which a number of people, including our own 
government, seem to be approaching it. 


You have presented what amounts to a success story in your 
industry. At least some people recognize you have done reasonably 
well. Certainly you have done very well given the current 
environment. That literally is a free trade environment as far as 
your company goes. 


What, then, have you to gain, apart from the fear of 
protectionist legislation? Can you tell us--and I hope you can 
because this is the one thing that has been lacking--to what 
extent there will be additional investment or how many additional 
jobs we can expect to see, given any particular time frame, if we 
now enter into free trade talks with the United States? 


Mr. Bentley: Unfortunately ;eb %cannow: 


Mr. Mackenzie: You have quite a success story here as it 
is. 1 am just wondering what the addition is we are going to pick 
up. 


Mr. Bentley: The only thing I can assure you is that, if 
there are restrictive measures--and I know that is fear of the 
future, as you say--there are a number of jobs that will disappear. 


As a company we spend $40 million to $50 million on 
technology. We are in the’ process of expanding our technology base 
in Sarnia. 


Mr. Mackenzie: Even given the current situation? 

Mr. Bentley: No, but given a world market in which we 
are free to move we are building on that technology base in this 
country. Those are new jobs. 


We believe, as we said in our brief, we must have a free 
trade environment in order to flourish. 


Mr. Mackenzie: Which is what you currently have. What 


you fear, then, is what might come down the pipe in the way of 
restrictions. 


Mr. Bentley: I think our position is stated clearly in 
the brief. 
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| Mr. Chairman: Free trade would be of some assistance in 
opening GATT negotiations, too, though. 


Mr. Bentley: Yes. 


Mr. Chairman: You would benefit from that. 


Mr. Bentley: We have tied the two together. We believe 
we cannot do one thing or the other. We have to enter fully into 
the spirit of GATT and also we can have bilateral arrangements 
within GATT. 


| Mr. Mackenzie: One more question and I think I am 
finished. Yours is one of the industries that is doing very well 

in the current situation. You tell us there could be a job loss. 
If you can expand even further in the world market, there may be 
some additional employment, but you cannot give us a hard figure 
on that kind of additional investment or jobs. 


Mr. Bentley: I think we have done very well. 


Mr. Mackenzie: I would say you have. You have done it in 
the present circumstances. It is the best story we have heard yet. 
What I am asking is, what do you think would happen if we enter 
into comprehensive trade negotiations with the United States? It 
| is not going to go all our way. That has been made very clear to 
us. What would you be prepared to see traded off? 


Mr. Bentley: I do not think I am competent to answer 
that. A ieee ; ' 
Mr. Mackenzie: For example, should we allow them to open 
such subjects as unemployment insurance payments to east coast 
fishermen? Are we concerned about the stumpage fees that are a 
great protection to the lumber industry? Do we let them negotiate 
with us if they are not prepared to put the countervailing 
arrangements on the table? 











Nobody takes the Americans for fools. I certainly do not. 
They are not going to go into it without something to gain. You 
have done very well. How much more you can gain I do not know. You 
are still not putting a figure on it. I am not talking now about 
the fear of legislation coming down the road, but an awful lot of 
industries are very concerned. 


We have had a lot more of the downside related to us, some 
of it fairly specifically, than we have the upside. I wonder what 
you would be prepared to put on the table. For example, in the 
automobile industry, which is the real cornerstone of our trade 
with the United States right now, would the auto pact be one of 
the things that would have to be up for negotiation? 


Mr. Bentley: I am sorry. I am not competent to comment 
on other people's industries. It would not be fair of me to do so 
and I do not feel competent to do so. 


Mr. Mackenzie: Our concern as politicians--and there 
will be differences of opinions within this committee--is that it 
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isva tat for) tat sort) ofa, deal. oLf wwejarexgoing to,entermintomte, 
we are going to have to do some trading off. Which industries need 
it to survive? Is it a valid argument? 


I can see that you would like to have the legislation, but 
you have already done extremely well. I am not sure how much it is 
necessary given your current competitive position. There are other 
industries that would be in serious trouble. 


Mr. Bentley: We have said in our brief that there would 
have to be an adjustment for other industries. Maybe this is 
biased by our own situation but we believe a freer trade situation 
would benefit most industries in our country in the longer term. 


Mr. Knight: The first question has been answered. 
Correct me if I have not read your submission as such. A number of 
industries have appeared before us and have indicated their real 
reason for wanting to encourage the federal government to open up 
trade talks with the United States is their fear of protectionism. 


In a lot of cases they have been operating quite well under 
the present system and they do not see too much in the way of 
increased growth under a further liberalization. You, yourself, 
are operating under free trade at present. Their reason and, I 
sense, your reason for encouraging the federal government is more 
reactive than proactive. 


That is one of the concerns we found when we were down in 
the United States last week talking to congressional people. The 
perception was that an awful lot of them would look at an overture 
from the Canadian government as an attempt to forestall some of 
their protectionist legislation. If they do perceive that, they 
may very well not be willing to approve of any such trade deal. I 
gather your encouragement was more a reaction to the fear of a 
loss of markets in the event of protectionist measures by the US. 


Mrs Bentley; | Thatipereeptiongis corrects; injitself abut 
we have clearly stated in our brief that the management of our 
company believes that free bilateral trade with some adjustment 
period would clearly be better for our industries. We are not only 
here on the basis of reaction, although that is the immediate 
concern. We believe we have been successful in operating 
internationally and that more Canadian companies can do that in a 
freer trade environment. 


Mr. Knight: I am not sure what barriers there are for 
your industry in the United States. Could you comment on the state 
of the US industry and its trade with Canada and what would happen 
if there was liberalization of trade? What would that do to your 
industry? Looking at the complete picture, not only at what would 
happen to you, what would happen to the North American market? 


2200 9 pem. 


Mr. Bentley: As you have said, there are not many . 
restrictions on our industry now. We believe as Canadians that 
Canada is a hydrocarbon-rich and energy-rich country and the 
United States is not. We believe Canada would have the advantage 
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in our industry. It is a matter of upgrading our resource base. 
The more upgrading you can do of your product, the more value 


added you receive and the better the wealth of our country. 


Mr. Chairman: I was discussing with Mr. Traficante 


something on which you may be able to enlighten us a little bit. 
‘Do you have any knowledge of the sectoral negotiations that 
occurred in 1982-83? The petrochemical industry may have been 
front and centre at that time. 


Mr. Bentley: I do not have first-hand knowledge. I do 


not think it was though. I am not sure. 


Mr. Chairman: There are no particular tariffs you are 


aware of the United States having that we are concerned about? Or 
that perhaps the Alberta industry is suffering from more than us? 


Mr. Bentley: There are some, yes. 


Mr. Finn: On the basic petrochemicals, and you would 


|have to define them product by product, there are virtually no 
barriers either way, coming into Canada or going into the United 
States. It is on the downstream stuff, on what we call the 


petrochemical derivatives, that there are some, and there it 


depends on the products. 


By and large, the barriers between both countries are in the 


order of 10 per cent and they are almost identical, product for 
product, between the United States and Canada both ways. 


Mr. Chairman: Are they products that do not affect your 
company? 


Mr. Finn: We do not produce those products but they 
certainly affect us. As we mentioned in our brief, our products 
are almost exclusively sold to other manufacturers who then use 
them, so they are the derivative producers, processors and so on. 
They certainly do affect us in that sense. 


Mr. McFadden: I want to ask you two or three questions. 
First, I take it your company has developed through the period 
since the Second World War. 

Miss Stephenson: During the Second World War. 


Mr. McFadden: It started during the Second World War and 


you have grown since then. Some companies have found that the 


general liberalization of trade worldwide has been a tremendous 
benefit. There was one witness before us who said, and some points 
have been made, that liberalization of trade may not create jobs. 
Based on your experience, would you say that liberalization of 
trade worldwide has been a useful thing for your company, or has 
it been hurtful? 


Mr bentley: Levisecleariy acuserul thing tor ‘our 
company. : 


Mr. McFadden: I gather 60 per cent of your sales are to 
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the American market and 40 per cent are elsewhere. Where is 
elsewhere? 


Mr. Bentley: We sell all over the world. 


Mr. McFadden: You said 45 countries, but where? Are they 
in dribs and drabs everywhere or are some countries bigger for you 
than others? 


Mr. Bentley: We have a significant position in Europe, 
in Japan, which we supply from Canada and from Europe, and in 
China, which we supply from Canada and from Europe. We sell to 
South America, primarily from Canada. We seli in ali the markets 
of the world, the most important being the United States, Europe, 
the Far East and South America. 


Mr. McFadden: Let us say that protectionist legislation 
came in the United States in the way of quotas, special duties or 
taxes, or whatever. Since 60 per cent of your exports are to the 
United States, where would you find the additional markets? Is 
Canada going to absorb the amount you might lose in the US? Are 
there other markets readily available to you which you are not 
bothering to tap, or is the United States essential to you? 


Mr. Bentley: The United States is essential to us. We 
could not place that product in Canada. That is physically 
impossible. The other markets we are competing in as quickly as we 
possibly can. The American market is equal to the European common 
market. We cannot replace those markets with other markets. They 
do not exist. 


Mr. McFadden: If you started to lose significant sales 
in the United States, would that lead to layoffs or would 
everybody remain on the payroll? 


Mr. Bentley: It would inevitably lead to layoffs. 


Mr. Finn: Could I make one correction? The 60 pet cent 
that has been referred to is in the brief as the share of exports 
from the industry, not from Polysar. 


Miss Stephenson: As a matter of interest, since China 
did not participate in the General Agreement on Tariffs and Trade 
and you have developed a new arrangement with China, is it within 
the parameters of the GATT? Does it follow the GATT procedures, or 
is it a bilateral arrangement specifically on the basis of the 
petrochemical industry in Canada to the government of China? 


Mr. Bentley: No, the principal product we had been 
selling in China is truly a global product. It is a unique product 
of a very high technology and it is priced in such a way that it 
moves freely around the world. It is the commodity products that 
we are not able to sell in China. We are not a sufficiently 
ata producer. It is high-technology products that we are able 
to-seus, 


Miss Stephenson: There have been a number of trade 
arrangements between countries, some of which have fairly 
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significant social programs. Have you any knowledge of any 
countries in which these social programs of a specific country 


| have been in any way denigrated as a result of the arrangements 


that have been made for trade between two differing countries? Do 
you have any instances, any knowledge, anywhere of very major 
modifications to social programs which had to be made because of 
trade arrangements? 


Mr. Bentley: I have no knowledge whatsoever. I have 


never heard the two linked in a business sense. 


Miss Stephenson: Sweden has some fairly significant 


trade arrangements with a number of countries, and I have no 
knowledge that any of their social programs have been in any way 


affected by their trade arrangements. 


Mr. Ghairman: How long did it take you to get involved 
in China? 


Mr. Bentley: We started selling in China in the late 


/ 1950s, and we were actually fortunate. I believe that Canada has a 


clear advantage in trading in the world. There is a so-called 
Canadian advantage. We were able to sell in China through the 


cultural revolution. 


In China, as you probably know, old friends are very 
important, and if you stay with them through the difficult times, 
you do well when things change. We have been selling continuously 
Since that time. In the last eight years, and particuldt ty  inecoe 
last five years, we have entered one joint venture and signed one 


| letter of intent to build a plant in the Canton area. The other 


plant is in the-- 


Miss Stephenson: Is it 20 years and you are out? 
Mr. Bentley: No. 


Miss Stephenson: Great. We’ had better get you’ to 
negotiate for us. 


Mr. Bentley: The other plant is in Shanghai. 
Mr. Chairman: How did you build those friendships? 


Miss Stephenson: Chairman Mao needed synthetic rubber to 
make tires for'his army vehicles and the best place to get it was 
from Canada, from Polysar, and that is what he did. 


Mr. Chairman: You are suggesting, Dr. Stephenson, that-- 


Mr. Haggerty: That is how we developed it during the war 
years to replace rubber. 


Miss Stephenson: Exactly. 


Mr. Chairman: That sounds more like the American 
approach. They had a need and so on. I see what has happened. The 
need was there in the late 1950s and the friendship developed and 
has continued. 


E-16 


Miss Stephenson: There was 2 Canadian advantage in 
China. There is no doubt about that at all. 


Mr. Bentley: That is true actually in the world. It is 
certainly very present in China. Having worked in international 
markets’ for a long ‘timej;) find! itis very distinctly Crue. 


Mr. Mackenzie: You have given us a figure that is 
interesting. In the event that there was the possibility of 
further investment and further expansion, given free trade with 
the United States, is the figure in your brief accurate, that in 
1984 the gross investment was approaching $600,000 per employee? 


Mree hints VCS. uel Ce Seaecuracle. 
Mr. Mackenzie: It is going to take a hell of a lot of 


money if we are going to see much further expansion as well with 
very few jobs. It is a capital-intensive industry, as you say. 


Daipa Tk 


Mr. Finn: Yes, as we point out in the brief, the 
industry is very capital-intensive, probably the most 
capital-intensive in the country. 


Mr. Haggerty: Next to the farmers. 


Mr. Finn: However, it does lead to significant 
downstream and upstream jobs in support industries. 


Mr. Haggerty: I apologize for not being in to hear the 
completion =, the full brief. Is Polysar a Canadian-owned industry? 

Mr. Bentley: It is 100 per cent Canadian-owned. 

Mr. Haggerty: Have you ever received any subsidy at all 
from federal or provincial governments over the years you have 
operated? 

Miss Stephenson: In' 1940, 1941 and 1942, to begin the 
industry. This was during the war, when we needed synthetic rubber 
to be in the vehicles we had. 


Mr. Haggerty: Was that the only time? 


Mres bentley: “hat ais the only money ever put up by 
government. 


Mr. Haggerty: Was that startup money? 


Mr. Bentley: That was startup money. It was the original 
$35-million investment. We paid dividends when we were wholly 
owned by the government. 


Mr. Haggerty: Yes, I thought you were wholly owned by 
the government. 


United States, does that have any bearing on the word 
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Mr. Bentley: We have never had any further funds from 


“them. 


Mr. Haggerty: When you talk about freer trade with the 
"subsidy" 


that comes into the picture so much? When you look at the American 











government, it seems that every member of Congress says, ''That has 
been subsidized at some time and we will not consider a free trade 
agreement.'' Does that have any bearing? 


Mr. Bentley: We are not in any way subsidized. 


Mr. Haggerty: No, but you were originally. 


Mr. Bentley: That was like anything else. The government 
was-- 


Miss Stephenson: So was the aircraft industry. 


Mr. Haggerty: I cannot use the word "handout". I would 
mot thinkabout, it: 


Mr. Bentley: It was like any other industry. The 


| government happened to be an investor in this industry because of 


she war effort, but “that was ‘the endsof it. 


Mr. Haggerty: Do you get any preferred rates on natural 
gas and oil? . 


Mr. Bentley: Absolutely not. 


Mr. Finn: We wish we did. 


Mr. Haggerty: Are there any other industries within the 
Sarnia basin that may be getting lower rates of natural gas and 
511? 


Mr. Bentley: Absolutely not. 


Mr. Haggerty: I am talking about the other one, petrol. 
Would you pay more for it than if the person was buying export gas 
and oil from western Canada? 


Mr. Bentley: It was higher prior to deregulation. 


Mr. Haggerty: It was higher, was it? 


Mr. Bentley: It was 102 per cent of world price. We were 
up that high and it was going up. 


Mr. Haggerty: What is your market now in sales to the 
the United States? Do you have much of a market there? It seems to 
me there are no barriers in the petrochemical industry. 


Mr. Bentley: Our sales to the United States are 
something around $400 million. 
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Mr. Haggerty: That is $400 million a year? 


Mr. .Bentley: I can easily check that. 


Mr. Chairman: In the meantime, I will give Mr. Ferraro 
the last question. We do have another witness this afternoon. 


Mr. Ferraro: Mr. Bentley, Polysar is definitely a 
success story and a fortunate one for Ontario and for Canada. Does 
Polysar's management, aside from doing a lot of things right, have 
any special relationship with the labour force? I know personally 
that part of the problem is labour confrontation with management, 
industry and government involvement. Is there a special aura about 
Polysar besides the fact that it is successful? 





Mr. Bentley: You have given me a platform. 1 believe we 


have developed a special relationship. 
Mr. Ferraro: Are your employees unionized? 


Mr. Bentley: Yes, the Polysar plant is unionized by the 
Energy and Chemical Workers' Union, formerly the Oil, Chemical and 
Atomic Workers' Union. Polysar had a significant long strike in 
1959, It lasted three months and was very bitter. After that time, 
starting in the early 1960s, we set about trying to change that 
working relationship. I believe we have been very successful. The 
union we work with is progressive. 


Mr. Ferraro: Have you had a strike since? 


Mr. Bentley: We had a short one. I think it was a 
two-day strike. By and large, we have accomplished a lot of the 
things other industries are trying to do. We took what we believe 
was an enlightened approach to labour and tried to get it 
involved. We set up joint committees to look at various problems 
and we have had quality of working life programs. The Ontario 
centre has been involved in our situation. 


Mr. Ferraro: It sounds as if you are a secret that 
should not be a secret. 


Mrs eBentleys DT dojnotithink;it isza secret.<lteis, well 
documented. 


Miss Stephenson: The program has been excellent. 


Mr. Haggerty: I have one more question to follow up on 
what I was asking before. You have a pretty good market for 
exports to the United States. Have you considered that in this 
free trade discussion they are saying there are some good sides to 
it and some adverse ones. There may have to be some tradeoffs. You 
may have a healthy industry now that is doing very well from free 
trade with the United States under certain circumstances. 


Have you looked at the other side of the coin? In the case 
of a tradeoff, the United States might use your industry to say 
you are coming in, that there is about $400 million to §600 
million a year trade with the United States, and that if they do 
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not get a better deal with the lumber people, they might cut back 
on the export of products from your industry. 


Mr. Bentley: Our company faces imports in this country 


-from producers all around the world, including all the major 


United States rubber companies. We are able to compete effectively 
against that. We believe that in the long-term, because of our 
hydrocarbon-rich, energy-rich country, we will have an advantage, 


_and in a free trade situation that will be a greater advantage. 


Mr. Haggerty: What about the other chemical industries 
in the United States? Do you have a comparison with what they are 
exporting to Canada as to what is coming into the Canadian market? 


Mr 2ibemt Le ynenoy ei + do tnone 
Mr. Haggerty: Has nobody done anything on that? 


Mr. Finn: In petrochemicals, the Canadian industry has a 
positive balance of trade with the US at the moment. 


Mr. Haggerty: You do not know what the numbers are. 
Mr. Finn: In the brief-- 

Mr. Haggerty: I am looking at the dollar figure. 
Mr. Bentley: It is given in terms of a balance. 

Mr. Haggerty: Maybe we can find it later. 


Mr. Chairman: It has been very informative. We had not 
looked specifically at this industry. We had made some casual 
Boner ence torit* before today, butynosspecific® reference. 


We also have with us this afternoon representatives of 
Slater Steels Corp. Being distributed now is a brief from Slater 
Steels. . 


SLATER STEELS CORP., SLACAN DIVISION 


Mr. Smart: My name is J. David Smart. I am the general 
sales manager of Slater Steels Corp., Slacan division. On behalf 
of the division, I would like to express my appreciation for the 
Opportunity to appear before you. My presentation is on the 
subject of market access problems, both in Canada and the United 
States, and the relationship to free trade discussions that are 
currently under way both at the federal and provincial levels. 


3:10 p.m. 


The content of this afternoon's presentation will consist of 
a brief description of Slacan division, who we are and what we do, 
an overview of the problems in both Canada and the United States, 
to be followed by some specific examples to illustrate the main 
points that have been made in the overview. As requested, I have 
brought 30 copies of this afternoon's presentation. It should not 
be necessary to take extensive notes. 


os 
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Slacan is Canada's largest manufacturer and exporter of pole 
line hardware, which is electrical hardware manufactured from 
ferrous and nonferrous alloys for the distribution and 
transmission of electrical energ, to both the power and 
communication market sectors. In your package you will find a 
brochure with an orange cover which gives a brief overview of what 
we do. 


Export sales for the year ending March 1985 were 
approximately $3 million out of total annual sales of $15 million. 
Slater Steels Corp. in total does in excess of $200 million 
annually. 


Slater Steels Corp., Slacan division's major economic 
obstacle to increased growth, employment and profitability, both 
in Canada and the United States, can be summarized in one phrase, 
"market access problems." Specifically, in Canada, the division's . 
access to power utility markets is seriously hindered by the 
existence of provincial tariff barriers which are widespread and 
exist in all provinces to some degree. These create an artificial 
economic environment for the establishment of manufacturing 
facilities that are either inefficient or would otherwise not 
exist if there was a Canadian common market. This fragmentation 
works against the establishment of world-class facilities that 
have the economies of scale to compete internationally. 


At the same time, the existence of these provincial tariff 
barriers is creating hardships for certain industrial sectors and 
individual companies within them, as they are selectively shut out 
of provincial markets, lose business to foreign firms because of 
provincial preference or are forced to compete for business at 
unprofitable price levels. ‘ 


The elimination of these provincial tariff barriers before 
any trade arrangements are negotiated with the United States is 
critical to ensure that Canadian industry has the same access to 
its domestic markets as US manufacturers would. To enter into 
comprehensive free trade with the United States without the 
elimination of these tariffs would leave Canadian industries 
extremely exposed to US competition. In addition, this move should 
be made early enough that’ the necessary rationalization of 
manufacturing capacity can take place. 


In the United States, power utility market access problems 
exist as a result of buy America policies and programs adopted by 
the Rural Electricification Administration and other power 
utilities such as the Tennessee Valley Authority which, along with 
other state buy America policies, effectively reduce the available 
market size by an estimated 40 per cent. These considerations or 
barriers are much more of a problem than the financial tariff 
barriers erected by the US federal government on imports of this 
type of material. 


As far as international markets are concerned, Slacan feels 
that free trade with Third World countries, with their extremely 
low labour rates, in combination with other manufacturing and 
financial subsidies, could well jeopardize Canada's secondary 
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manufacturing sector, not only for the pole line hardware 
industry, but for other secondary manufacturers as well. 


In summary, the power utility market access problems 
encountered by the Slacan division are a direct result of Canadian 
provincial and US federal and state government buying policies. 
The division does not encounter these problems dealing with the 
communication and utility markets, which are primarily free 
enterprise as opposed to government owned or regulated. 


Slacan is recommending the following solutions: Regarding 
access problems in the Canadian market, it is recommended that 
federal legislation be passed to make discrimination on the basis 
of provincial origin illegal for the purposes of awarding 
provincial government or government-controlled contracts. 


The following approaches to increasing US market access, in 
/the order of Slacan's preference, are listed below: 


(1) The elimination of federal, provincial and state 
government preferential policies on both sides of the border; 


(2)ethe clininationtofinontariff anditariffibarriers);ydse%; 
financial barriers, within a sectoral concept of free trade; 


(3) Theselimination® of nontariff'and tariffsbarriers within 
a comprehensive approach to free trade, given--and the word 
"given" is underlined--that such an approach will contain a 
sectoral-by-sectoral review, along with a comprehensive program 
covering off phased-in timing and whatever safeguards are judged 
necessary. | 


I propose to take you in some detail, but quickly, through 
some specific examples as they impact on the Canadian situation, 
i.e., provincial tariff barriers, and subsequently give some 
illustrations of the US situation. 


Provincial tariff barriers are defined as any provincial 
government policy or practice that effectively restricts bidding 
on government-controlled contracts to companies residing within 
its own borders or, alternatively, that gives a real financial 
advantage to companies bidding from within its own borders on 
provincially controlled contracts. " 


Where do these problems occur? Provincial tariff barriers 
are widespread within Canada. With the exception of Ontario, which 
offers a 10 per cent preference for Canadian-manufactured goods 
over foreign goods, all provinces have barriers of one type or 
another. Appendix II in the package you have before you today 
gives a province-by-province description of those barriers. 


The impact of these barriers can vary dramatically from 
province to province and industry to industry. The worst situation 
is undoubtedly in Quebec, where only Quebec construction firms may 
bid on government business and where manufacturers from outside 
the province are unable to compete or are unable to compete at an 
acceptable rate of profit. It is not an exaggeration to state that 
for many non-Quebec-based companies competing for Quebec 
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government business it is easier and less expensive--in other 
words, the tariff barriers in the United States are lower--to 
export into the US than into Quebec. 


What impact are these barriers having? Outside of the 
problems created for individual companies, i.e., Slacan, that must 
attempt to survive in this environment, provincial tariff barriers 
are creating structural problems for Canada which will ultimately 
have a major impact on Canada's international competitive position. 


Specifically, provincial tariff barriers encourage the 
establishment of small, inefficient manufacturing facilities whose 
sole existence is derived from the tariff barriers behind whic 
they hide. In a number of cases, this may be the only way a 
manufacturer could stay in the marketplace and survive. This is 
not necessarily a bad solution for either the province involved or 
the manufacturer involved, but it is bad for Canada since it means 
either inefficient duplication of manufacturing facilities or 
regional dislocation as a firm moves from one province to another 
to tavoid tari fii barriers: 


Provincial tariff barriers encourage manufacturers from 
other provinces, primarily Ontario, to relocate in Quebec so they 
can avoid Quebec provincial tariff barriers and subsequently 
export back into Ontario, which has no trade barriers. Such moves 
are often made practical by the various federal and provincial 
incentive plans designed to encourage industrial development in 
depressed parts of the province. 


In at least one documented case, a manufacturer has ceased 
operations in Canada because of the existence of provincial tariff 
barriers which precluded a large section of the market from this 
firm. This was McGraw-Edison. The news release on this closure is 
contained in appendix III of this report. 


In at least one documented case, a Canadian manufacturer 
with 100 per cent Canadian content--in this case it was us and 
Ontario content--that was low price, lost that contract to a 
foreign supplier based upon provincial content. That case is 
documented in appendix Me. 

Loyis¢ fel tuthar ane various provincial government and 
industry groups would undoubtedly be able to document similar 
cases to the one we have to present to you here today. 


3020 Mp tik 


In terms of how people have responded to this problem over 
the years, there have been several attempts made to resolve the 
problem of provincial tariff barriers, all of them ending in 
failure. As early as October 1977, it was proposed at a meeting of 
financial ministers that provincial tariff barriers be eliminated 
in favour of buy Canadian guidelines. Notwithstanding several 
subsequent meetings on the subject, no progress of any tangible 
nature has been achieved. Nothing has occurred that would indicate 
any progress is about to be achieved in the short term. 


In conclusion, on the Canadian access market problems, a 
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review of the problem and the lack of progress made to date in 
dealing with it leads to the following conclusions: 


Provincial tariff barriers seem to undermine Canada's 
international competitive position by creating a structural 
/barrier to the construction of competitive or world-scale 
manufacturing facilities. 


Provineial tariff barriers can*result in loss of business to 
Canada, even when Canadian bidders are low-priced and have 100 per 
cent Canadian content. 


Provincial tariff barriers can often result in increased 
economic benefit to the province with the tariff barriers, but 
| only at the expense of another province. ? 


Ministry sectors and individual companies within these 

| sectors are being damaged as duplicate and surplus capacity is 
brought on line behind provincial tariff barriers. When this 
occurs, the companies involved are weakened financially and their 
| ability to compete internationally is inhibited. 


Finally, efforts made to date by both levels of government 
have been ineffective in resolving this problem. 


Our recommendation in the context of this particular part of 
| our presentation is as follows: 


Given the potentially severe economic impact of provincial 
Devitt barriers on Canada's international competitive position, 
/the resulting regional economic dislocation, the damage done to: 
specific industry sectors and industries and demonstrated 
inability of the negotiating process to resolve this problem, it 
is strongly recommended that the federal government, through 
legislation, make the practice of erecting provincial: tariff 
barriers illegal. 


Finally, the last part of our presentation deals with the US 
market access problems. At present, Slacan pays an import duty of 
6.7 per cent on the products it exports to the United States. 
American manufacturers making the same products and exporting to 
Canada pay an import percentage of 12.1. At present, given the 
Current rate of exchange, the division is able~to pay these import 
duties and make a profit. 


It would be a fair statement to make that with respect to 
the division's export activities into the United States, this is 
the smallest problem we encounter. The major problem is nontariff 
barriers erected by various utilities, particularly those that are 
financed under the Rural Electrification Administration where 
there are strong buy America policies, as well as a number of 
Other utilities, such as the Tennessee Valley Authority, with buy 
America policies as well. Again there is an appendix in your 
package prepared by the Ontario Ministry of Industry, Trade and. 
Technology which gives you a brief summary of these problems. 


Above and beyond that, less formal preferences are adopted 
by other utilities which tend to restrict the bidding to American 
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suppliers. The elimination of these nontariff barriers would go a 
long way to opening up the market for Slacan and we believe for 
other manufacturers who are involved in government contracting in 
the United States. 


At present, we estimate 40 per cent of the power utility 
market is restricted by these nontariff barriers. To achieve this 
objective, it would be expected that Canada would eliminate the 
existing provincial tariff barriers which do not disqualify 
American bidders at this time, but which penalize them at the time 
of tender evaluation. 


While that does not result in anything approximating free 
trade, it does result in enhanced Canadian access to US markets. 
As far as the actual monetary tariff barriers are concerned, these 
are coming down at a steady rate of five tenths of one per cent 
from the current level of 6.7. per cent to .a final, level, of .5./sper 
cent which will be reached under the current GATT negotiations. 


At present, monetary tariff barriers are structured in 
Canada's favour. This may make some sense, given the relative size 
of the Canadian market and the relatively small Canadian volume 
relative to that obtainable in the United States. 


With respect to an overall approach to enhance market 
access, assuming that it is desirable to take steps above and 
beyond the elimination of government-imposed nontariff barriers, 
Slacan would feel much more comfortable with a sectoral or 
functional approach rather than a broad comprehensive approach to 
free trade. 


The rationale behind this preference is twofold. One, the 
sectoral approaches taken on the automotive pact and the US-Canada 
defence production sharing agreement have proven their worth and 
effectiveness. Two, the sectoral or functional approach would give 
the industry the confidence that the vast majority of factors 
affecting the industry would be closely examined before the 
implementation of a free trade agreement. If the question of free 
trade is handled on a sectoral or functional basis, the 
comprehensive approach would ultimately develop and take care of 
itself. i 


Finally, it is recognized that from a political point of 
view, a comprehensive approach may have to be offered to the 
Americans to get them to take any interest in these discussions at 
all. If this is the strategy that is finally settled upon, then 
Slacan would support it only on the basis that it contained 
industry sector-by-sector review as well as safeguards on timing 
and progress review to ensure that no industry sectors were 
inadvertently damaged. Specifically, Slacan does not support the 
so-called leap of faith approach to free trade between the United 
States and Canada. 


Finally, on multilateral trade, Slacan is not supportive of 
this approach. Regardless of all the safeguards that people talk 
about putting in place to ensure integrity on a free trade basis, 
past experience makes one doubtful that the controls and 
monitoring mechanisms could ever be:effectively put into place. 
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Even if this objective could be achieved with the extremely low 
rates of labour that are available in some countries, such as 
Korea, Taiwan and other Third World countries, free trade with 
these countries could do irreparable damage or harm, if not result 
in the complete elimination of some secondary manufacturing 
sectors. Free trade with these countries, in our opinion, should 
be approached with extreme caution. 


Thank you very much for the opportunity to make this 
presentation. 


Mr. Chairman: Thank you very much. It was very 
thoughtfully put together. 


Mr. McFadden: You mention the federal government passing 
legislation essentially to prevent barriers being erected by 
provincial governments on government procurement of one type or 
another against suppliers from other provinces. I am not sure 
Parliament has that power, although I have not researched the law 
on that. Do you have a legal opinion that indicates Parliament has 
that power? I know there was talk about that being in the 
Constitution, but do you have any evidence or any legal opinion 
that indicate Parliament has that power? Notwithstanding the fact 
that it might be good policy, do you have any indication that it 
could even be achieved? 


Mr. Smart: The answer to your question is no, we have 
not pursued that. The pragmatic reason we have not is the 
perceived expense involved in pursuing that issue. As a company we 
have worked on this problem since 1981, primarily with what is now 
known as the Ministry of Industry, Trade and Technology. Our 
experience in that area led us to the conclusion that it could be 
effectively dealt with only on a federal basis. The various 
“meetings that have been held since 1977 tended to reinforce the 
feeling that it would have to be a federal solution or there would 
simply be no solution to the problem. 


Mr. McFadden: 1 wonder if we might seek the opinion of 
the Ministry of the Attorney General. I have a feeling it is 
beyond the competence of Parliament. 


Mr. Chairman: I have the same feeling. It is something I 
have not looked at for a long time. I know there was a lot of case 
law in the early part of the century, and then it was discussed 
again in 1981-82. Mr. Traficante is not certain either. 


| Mr. McFadden: I think it is beyond the jurisdiction of 
Parliament. We might make inquiries to find out if it is possible 
and if a suitable suggestion could be made. 


e200 -p.m. 


Mr. Taylor: I was going to say that, especially in view 
of the debate that surrounded the constitutional talks. Again I 
want to interrupt myself and apologize for not speaking too 
Clearly into the microphone. During those constitutional talks, 
there was a day over the free movement of labour, capital and 
money. If we are pursuing this, we should recall that as well as 
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recalling the federal jurisdiction in terms of interprovincial 
trade as opposed to intraprovincial trade. 


Mr. Smart: The only comment I can make on that is that 
it does represent discrimination of some description. 


Mr. Taylor: There is no doubt about it. 


Mr. Smart: The question would then be whether in a 
constitutional context that was a legal problem. 


Mr. Taylor: The biggestjolhfender qis-,Quebec. j[here,-,one 
has a mixeaq economic, political and constitutional problem. In 
Quebec, you have a prohibition on contractors from outside Quebec 
doing business in Quebec. 


Miss. Stephenson: Absolutely. 


Mr. Taylor: You are into the area of property and civil 
rights, which constitutionally is a matter of provincial 
jurisdiction. You have that on the one hand, and then you have the 
other question of government procurement and the 10 per cent 
advantage in the area of product-buying. We have that in Ontario, 
and we have had experience. I think you pointed out in your brief 
some of the discrimination exercised with the Bombardier contract. 
We opted to accept the higher bid from Hawker Siddeley rather than 
Bombardier's to preserve jobs in the Thunder Bay area. 


Mr. Smart: I point out that, from our perspective, that 
is an isolated case. I suspect the people who made it may wish 
they had not, if only because it is the one everybody remembers. 


Miss Stephenson: Every single person remembers it, and 
it is one instance. Quebec practices it every day of the week in a 
much more virulent form. 


Mr. Taylor: It was an aberration. 
Miss Stephenson: It was an aberration. 


‘ Mr. Taylor: At the time, I think cabinet went through a 
great deal of soul-searching. 


Miss Stephenson: Agony would be more to the point. 


Mr. Taylor: It was a matter of domestic interest in the 
light of an environment that was very protectionist vis-a-vis the 
other provinces. 


Mr. Smart: Let me clarify my comment. When I used the 
word "unfortunate," it was only in the context that Ontario, to 
the best of our knowledge, is the only province that has a. 
nontariff£ barrier situation and a Canada-first situation. That 
approach, unfortunately, has been tarnished by that one decision, 
which has been pointed out to us. 


Mr. Ferraro: Unless you are talking about the brewing 
industry. 
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Mr. Chairman: The brewing industry is an exception. 


Mr. Smart: F°am-*familiar with “the *prodtict X-lt *%is the 


context and the comment I do not understand. 


Mr. Ferraro: I am led to believe the brewing industry in 


all the provinces indicates you cannot sell-- 


Interjection: Unless you put a plant in there. 


Mr. Ferraro: --unless you put a plant in Ontario. That 


might be one exception. 


Mr. Smart: That is not government. Iam sorry. You are 


right; LES 13% 


Mr. McFadden: Following up your points in appendix II, 
are you proposing that all barriers of any type, period, be 
knocked down, or are you suggesting that perhaps the Ontario model 
of giving a preference to Canadians is a reasonable compromise, or 
are you basically saying we should first wipe out everything so we 
have a Canadian free trade zone for Canadian suppliers? I want to 
get at exactly what you are saying in relation to all the barriers 
you have listed in appendix II. 


Mr. Smart.) T° am’ coming 4 toVhavestolrambleia®litthey Our 


concern can be looked at ‘in two ways. First, we have serious 


access problems to Canadian markets, particularly in Quebec and 
British Columbia. Our concern is heightened by the prospect of 
some sort of agreement with the Americans that might allow them to 
come into this country at the same time we still have those 
obstacles. For example, if the Americans could come in on a 
negotiated basis and sell in Quebec while we still had those _ 
barriers in front of us, we would be extremely hard-pressed as an 
industry and as a company. 


In terms of the American market, we believe we are shut out 
of 40 per cent of the available business. If that problem could be 
resolved, we would walk away from this or any other table very 
satisfied. As somebody else asked, what are we going to have to 
give up? Frankly, if I can describe what we would have to give up 
as provincial tariff barriers, we would not be giving up anything. 
It would improve the strength of the Canadian market and it would 
improve our ability to compete, both in the United States and 
internationally. 


From our point of view, if we could achieve both of those 
things simultaneously, it would be a win situation across the 
board. The financial barriers are not a problem. We can afford to 
pay that 6.7 and make money. That is the smallest of the problems 
we have, the actual financial barriers under GATT. 


Miss Stephenson: The nontariff barriers. 


Mr. Smart: The nontariff barriers, which basically say 
we cannot play the game. 
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Mr. McFadden: I want to be sure what you are saying with 
regard to the United States. You are saying that if these various 
nontariff barriers, the buy America act and all the other 
procurement policies, were repealed or somehow removed on the 
basis of some kind of arrangement between Canada and the United 
States, either on a sectoral basis, partial agreement or total 
free trade, whatever you might want to talk about, your company 
could compete in the American market against American companies in 
a Similar industry. 


Mr. Smart: We are competing now. Of that $3 million we 
are earning: abroad, $2 million is in the United States. That means 
we are paying our tariffs to get in. But those are dealings with 
companies where we did not encounter those buy America policies or 
obstacles we cannot overcome. 


Mr. McFadden: What kind of market increase would you 
expect if you were able to get some additional access to the 
market? let us say we were successful in years to come as a 
country in having these various American nontariff barriers 
removed, presupposing the Canadian ones are removed. Have you done 
any projections in terms of the sales increase you might expect to 
get if that were to happen? 


Mr. Smart: For want of any other way of approaching it 
we would assume it would be proportional. No, thinking about your 
question, it would not be proportional, because the vast majority 
is in the power side. We would have to be talking in multiples of 
three, four or five times the volume we do now. 


Mr. McFadden: On your $3 million? In other words, you 
would be looking at $12 million or $15 million of sales to the 
American market? 


Mr. Smart: On our $2 million, we would be looking at 
multiples in the three, four and five area, just off the top of my 
head, to give you a feel for the impact that would have. 


Mr. Haggerty: I have one supplementary or follow-up 
question on that. You are currently exporting goods to the United 
States. Looking at the high American dollar, which today is 30 or 
35 per cent higher than the Canadian dollar, if that were lower, 
say down within a five per cent range of the Canadian dollar, 
could you compete in the American market? 


Mr. Smart: It is a good question. I would say we would 
have a difficult time. We are taking full advantage of the 
exchange rate we now have. The only offset we have, like everybody 
else, is that we have tightened up the ship during the recession, 
we have trimmed it down and we have it lean, which is helping our 
competitive position. ‘ 


Even if that exchange rate does go, there are some offsets. 
For example, materials that we use, commodities such as aluminun, 
tend to be priced internationally. As the Canadian dollar gained 
strength against the US dollar, the cost of procuring that 
aluminum would go down. We would get some offsets in the 
manufacturing process. It is hard to give you a black-and-white 
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|answer, but certainly, if it went back to close to par, we would 
/have some concerns. 


Mr. Taylor: In listening to you and having perused your 
brief very quickly, I surmise your concern is more with 
interprovincial trade within Canada than it is with the freeing up 
of trade with the United States? Would that be a fair observation? 


Mr. Smart: I am going to say no to you, with an 
explanation. Historically, it was. In our 1981 discussions at the 
provincial and federal levels, we were trying to get that problem 
-solved. Our concern is heightened by the prospect of a free trade 
agreement in which the Americans might have unfettered access to 
markets where we still have a problem getting into those markets 
because of existing preferential policies. 


What we wanted to do in this brief was to highlight that 
concern and say, "Look, if you are going to come to an agreement 
‘with the Americans, get your Ontario manufacturing companies free 
and unfettered access to the balance of provincial marketplaces 
/before you let the Yanks have a crack at it." 


3:40 p.m. 
Mr. Taylor: So you want a level skating rink in Canada-- 


Mr. Smart: All we want is a fair chance to compete. 


Mr. Taylor: --level ice within the country before you 
| start talking to the Americans about a level playing field between 
the two’ of you? 


| Mr. Smart: Yes. We would like a common market situation 

/in Canada. I think that has to come, because there will have to be 
some rationalization of manufacturing facility. It is much better 
to have that shakeup take place before a free trade agreement is 
implemented. 


Mr. Taylor: Okay. So that is a caveat, as I hear your 
presentation, of Canada negotiating a freer trade arrangement with 
the United States. Directionally, I am prompted to conclude that 
/you are in favour of opening up freer trade with the United 
States. Is that right? 


) Mr. Smart: Yes, that is an accurate statement. The buy 

| America policies are a major stumbling block for us. I would be 
less than honest if I said I did not like the six to 12 per cent 
spread on the tariffs. Given the size of the Canadian market, 

| which is 10 per cent of the United States market, there may well 
be a case to be made to justify that kind of spread. 


If you are going to go anyway, our first choice is for 
sectorally. We have seen it work in automotive, and we have seen 
it work in defence. We are confident a detailed investigation, 
sector by sector, would be made. We have reservations about the 
comprehensive approach, only because we are afraid there might be 
the people who would get lost in the shuffle. | 
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Mr. Taylor: Do you feel your industry is in a position 
to compete in the United States? Do you have any reservations 
apout being competitive there? I am mindful of the present tariff 
arrangement and the present nontariff barriers and the fact that 
$2 million of your $3 million in exports are to the United States. 
Do you feel there would be an advantage? Presumably you do, in a 
market 10 times larger. 


Mr. Smart: Yes, very much so. We are competing now and 
we are making a profit. As I described the process, a lot of 
Canadian manufacturers are more competitive in 1985 than they were 
in 1981, before the recession really took hold. We are in better 
shape to compete. The exchange rate mentioned over here is a major 
part of that success. A lot of manufacturers rather hope it is 
going to be permanent fixture. 


Mr. Mackenzie: I take it that a lot of your success 
would depend on that exchange rate staying the way it is. 


Mr. Smart: Yes. The exchange rate is the market's way of 
recognizing that Canada does not have the productivity we might 
like to have in some areas. We do not have the volume the 
Americans have, and we do not have the low labour rates they have 
in some of the southern states. 


Mr. Mackenzie: I take it that when you talk sectorally, 
you realize the auto deal is not a free trade arrangement; it is a. 
managed trade arrangement, as has been made.very clear to us by 
those involved. 


Mr. Smart: I used that as an example of one market that 
was negotiated as a package, in which there are no financial 
tariff barriers, although I gather there are specific trade 
barriers. 


Mr. Mackenzie: There is comparable legislation in effect. 


Miss Stephenson: But it is based on an agreement reached 
by the governments of Canada and the United States. What we have 
heard on several occasions is that it would be better for us to 
attempt to relate to the United States within the framework of an 
agreement of some sort than to try to relate to the United States 
on this basis, which is entirely ad hoc, except for those 
circumstances in which we ought to have a specific sectoral 
agreement. ‘ 


Mr.- Smart: We recognize that politically, to get them 
interested, it may very well have to:be a comprehensive approach. 
We would probably be very surprised if it were not. 


Our only hope is that there will be enough safeguards and 
reviews and discussions held to make sure no secondary 
manufacturing or primary sector.is damaged in the comprehensive 
approach. That is why we specifically said we are uncomfortable 
with the so-called leap of faith. Jumping into it and worrying 
about the bits and pieces later gives us concern. 


Mr. Chairman: Are you worried that if we start with a 
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comprehensive approach, which both governments have said is the 
only way to go? 


Mr. Smart: This relates back to Miss Stephenson's 


comment. When you are looking at one sector, to some extent it 


concentrates the mind because you are only looking at cars, steel 
or shoes. 


When you take a comprehensive approach, all you can do as a 


manufacturer is hope that sufficient care goes into the process, 
| that there is time for each sector to be dealt with, meaning the 
| kind of discussions we are having here today so people can put 


forward their concerns. One hopes it will be dealt with properly. 


Mr. Chairman: I got the impression when we were talking 


| to the United States Trade Representative that their process would 


involve a minimum of six months during which there would be a 
sectoral approach done in their country. Obviously, we can be 
doing the same thing here. 

Mr. Taylor: And public hearings. 

Mr. Chairman: And public hearings. 

Mr #iSsmar tative sh 

Mr. Chairman: Does that alleviate any of your worries? 

Mresomatt. Yes, itvdoes. 


Again, in the approach we identify three separate aspects: 


TL. amet erid sof preferential policies. We are saying that if 


/you achieve only that it would be a major step forward, again in 


the context of our industry and our company. 


2. Our second choice would be sectoral but we recognize the 
pragmatic, political realities of the comprehensive approach, and 
we indicated we would support that. But we would want to see the 
kinds of things you are mentioning in place. 


Mr. Chairman: That makes sense to me. 


Miss Stephenson: The final paragraph of the portion of 
your brief relating to the United States trade situation is 
specifically directed towards multilateral trade agreements. You 
express concern, and I understand it related to steel 
manufacturing and a number of the newly industrializing countries, 
but you are not really suggesting that Canada should opt out of 
the General Agreement on Tariffs and Trade, because I'm not sure 
that we can do that. I don't really think that is what you meant; 
I think you meant caution regarding any kind of arrangement in the 
area of steel should be undertaken in all of our GATT discussions. 


Mr. Smart: Dr. Stephenson, I think I probably™~would 
phrase it this way; we can't understand how we could compete with 
a country that is paying 30 cents an hour regardless of how 
efficient we are. 


- 
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Miss Stephenson: Yes. 


Mr. Smart: Our feeling was that if they had open access 
to the Canadian market, there would be a lot of damage done. 


Outside of the economics of their ability to compete against 
us in our own marketplace for Canadian business, our experience 
has led us to be concerned about hidden subsidies. A case in point 
would be the French steel industry where they have spent $10 
billion in the last 10 years. There are no subsidies of any type 
for Canadian steelmakers and on that basis it becomes unrealistic 
to expect Canadians to compete in an unfettered environment. 


Miss Stephenson: The same circumstance pertains to 
agriculture in terms of the subsidies to farmers, for example, 
which are larger in the whole European Community but particularly 


in France and of course within the EC, there is the same kind of 
ap irrcaLey. <¢ 


The caution you are providing to us relates primarily to 
those areas in which hidden subsidies or labour costs would be 
specifically difficult to cope with, but you are not really 
suggesting that Canada bow out of any further GATT negotiations. 


I don't see how we can do that. We have played a part in the 
first two GATT rounds. 


Mr. Smart: I understand. 


Miss Stephenson: The fact that we are there or have been. 
there precludes any possibility of leaving. 


3:50 p.m. , 


Mr. Smart: Well, maybe I can respond to that with a 
thetorical question. At what point will the political forces say, 
well, all right, it is now time for Canadian citizens to pay an 
extra 10 per cent for a pair of shoes as opposed to having them 
come in from Taiwan, or does that point ever get reached? 


Miss Stephenson: Oh, I am sure it has been reached ever 
since the Tokyo Round. Although there has not been an additional 
10 per cent, there has been a quota based upon the importation of 
certain footwear articles and certain textiles. This was 
specifically because of the tariffs we were consistently reducing. 
It was done to phase in increased competitive capability on the 
part of those industries in Canada. ; 


One of my worries is I am not sure there has been any 
increased competitive capability demonstrated by any of the 
industries up to this point. There may be by some of them, but 


they are still requiring the quotas. There has to be an end to 
that at some stage. 


Mr. Smart: One of the questions that may have to be 


asked is: Is there anything those industries can do with respect 
to their own capital investment and their own productivity that 





E-33 


would allow them to offset a 30-cent labour rate when they are 
paying their people, what, $6 or $7 an hour? It may not be 
achievable. 


Miss Stephenson: This begs the question as to whether 
there are industries which Canada simply cannot manage to sustain 
fin relatively active international trade. 








Mr. Taylor: Then you are getting into an industrial 


strategy or policy. I would think so anyway. 


Mr. Mackenzie: From there it goes political-- 


Mr. Smart: The reason we have taken the decision we have 
is we feel the Americans are what we would describe as fair 
traders. They work in a very similar market and economic and 
social environment to us. We feel we can live with them as 
competitors in the North American marketplace. Frankly, we have 
very strong reservations about the impact the firms from those low 
labour rate areas could have. We recognize that will inevitably be 
a critical decision. 


Mr. Chairman: What you just said is interesting because 
it is something we heard a lot of in the United States; the 
concern about Third World countries or particularly, the Pacific 
Rim countries. We have not heard too much about it from other 
Canadians although it really applies as much to us as it does to 


-them. 


Mr. Smart: That may only be that--it is a subjective 
response on my part--if you were in the Pacific Rim and you were 


manufacturing something, you would probably pay attention to your 


largest market, and that would be the United States. You could 
then worry about Canada somewhere down the line because it would 
only represent 10 per cent of the action. 


Mr. Chairman: But we have textile and footwear 
industries here, too, that must feel the same way. 


Mr. McFadden: That is an interesting approach because of 
the effect on the big American market. I do not know if what you 
are saying is true, but if it is and it starts to hit us next year 
we are really going to feel it, although I think we have already 
been hit. I have a feeling that what may be happening here on this 
side is Canadians are somewhat more tee eo in their 
approach than Americans are. 


Take a look at the percentages of our production and work 
force and our dependence on exports versus the Americans. Roughly 
10 per cent of the American work force is in any way 
export-related. Ours is 30 per cent. I am wondering if Canadians 
tend to be more accepting of foreign products than Americans who 
are used to being in a dominant position in everything and who are 
now finding their sudden reversal in condition to be disconcerting. 


The big story today in the news was the United States is 
now, for the first time since 1914, a debtor. It looks like it may 
need another war to get itself out of this position. ; 
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Miss Stephenson: David, shut up. 


Mr. McFadden: I am saying that it is absolutely 
remarkable that for the first time--how far back now?--in 70 or 71 
years--you have to go back that far to find the Americans in their 
current position. I do net expect you to have an answer, but I 
find what you were saying interesting. I have a feeling we are as 
equally invaded, but that we are not as conscious of it. Maybe 
Canadians should be more conscious but perhaps we are not as 
conscious of it as the Americans are. 


Miss Stephenson: On a per capita basis, this country 
imports more than any other developed country. We have depended on 
imports much more than any other developed country has. Does that 
increase our sensitivity to international relationships? I do not 
know, but it probably does. We do not have the feeling, as the 
Americans do, that we can produce absolutely everything we need. I 
think we have been a good deal more realistic than that. 


Mr. Haggerty: The fault the Americans have now is the 
dollar is overvalued, they cannot sell their goods, they are too 
expensive. That is the problem. I think we are going to see some 
drastic changes in that area. They are bringing the dollar down, 
they are going to soften it to some degree. 


Mr. McFadden: [hey;have,to cut, their deficit. 
Mr. Haggerty: They simply have to start exporting. 


Mr. McFadden: They cannot go on this way forever in 
their present economic position. It is beginning to work against 
them. 


Mr. Chairman: Are there any further questions or 
comments? Thank you very much. This has been a very thoughtful and 
sensitive presentation. 


Miss Stephenson: Furthermore, it reminds us of the area 
in which we really must become involved again, the reduction of 
interprovincial barriers. 


Mr. Chairman: There is no doubt we have to address that 
in our interim report in some way. 


Mr. Smart: Mr. Chairman, thank you very much. 


Mr. Chairman: Thank you. I. understand Miss Stephenson 
will not be involved in some of the proceedings in the near 
future. I just want to assure her our prayers and thoughts will be 
with her, and she will be with us as soon as possible. 


Miss Stephenson: Oh, thank you. I am sure I will 


recover. You will probably be delighted to have such an affable 
soul as Mr. Brandt in my place, rather than needly old Stephenson. 


Mr. Hennessy: Does he have a good sense of humour, to 
take your place? ~ 
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Mr. Knight: We heard he was looking for some extra money. 


The committee adjourned at 3:57 p.m. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 


SELECT COMMITTEE ON ECONOMIC AFFAIRS 
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The committee met at 10:05 a.m. in committee room l. 


ONTARIO TRADE REVIEW 
(continued) 


Mr. Chairman: Perhaps we can get started. This morning 
we have with us the Canadian Wallcovering Distributors 
Association, and they have distributed a brief. 


| Mr. Arthur Wickham is going to be the spokesman for the 
| industry. He would like to go through the brief with us and then 
|he will be free to answer questions. 


WALLCOVERING INDUSTRY 


| Mr. Wickham: First of all, I would like to introduce the 
|members of the Canadian Wallcovering Distributors Association 

| committee. On my left is Mr. Dennis Mascall who is the 

| vice-president of the association. He is from Selectone 
Wallcoverings. Beside him is Howard Isenberg from Canada 

| Wallcoverings. He is the president and chief executive officer. 

| Stuart Brown is from Walter L. Brown and Co. Ltd. He is also the 
| president and chief executive officer. Barbara O'Neill on my right 
| is from Bapco and she is the director of sales of wallcoverings 
| and on my extreme right is Mr. Paul Batchelor from Sunworthy 

| Borden, who is also a director of sales in that organization. 


| What I would like to do is to run through the brief very 
quickly and pick out the highlights. Then I hope you will ask us 
as an association, any questions you want to put. 


First, I would like to make the point that the Canadian 

| Wallcovering Distributors Association is a national organization 
| with a very strong base in Ontario. In fact, you could make the 

| statement without being unduly chauvinistic or Ontario-centred, 

| that the Canadian wallcovering industry is an Ontario industry. 

|The Ontario industry in this case equals the Canadian industry. 


As we point out, most of the manufacturers are located in 
Ontario. The largest wholesale distributor chains and two of the 
largest retail chains are headquartered in Ontario. The bulk of 
employment in the distribution section is also in Ontario. We 
figure about 54 per cent of all sales of wallcoverings in Canada 
| are made in Ontario. 


The nub of our submission is that we would like to see the 
tariffs on wallcoverings eliminated or equalized with the United 
States in order to achieve the following objectives: 


‘ 1. We want to maintain the present access of Canadian 
Wallcoverings into the United States which I believe is consonant 


—— - 
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with the terms of reference of the select committee. 


2. By eliminating tariffs and so on, we will be furthering, 
in general, the enhanced access of all Canadian products into the 
United States. The thinking here is that in a negotiation process 
you have a kind of quid pro quo and this could well be the quid 
you get the quo for. 


3. Very much on our minds is the need to reduce the cost of 
wallcoverings to consumers. This is an objective we feel is — 
consonant with the desire of the Ontario government, indeed of any 
government, to ensure a higher quality of life for the people 
under its jurisdiction. 


4, The last point, although not necessarily the least in 
importance, is the expansion of employment in the wallcovering and 
related industries. 


I would like to make a point now and I will reiterate it 
later and that is in any negotiation about tariff reduction, you 
soon have to get away from generalizations and discussion of 
semantics of whatever it is you are talking about. You have to get 
down to a detailed, piece-by-piece negotiation. This submission is 
offered in the belief that it provides a model or example of the 
way in which negotiations might be conducted: namely, on this 
detailed industry-by-industry, not sector-by-sector, basis. 


To turn to summarizing the brief more fully, we ought to 
define the product we are talking about. I have gone on somewhat 
glibly--not glibly, but fluently, accurately and in a highly 
articulate way--discussing the problem, but we have not discussed 
the product we are talking about. 


By wallcoverings, we mean not only wallpaper, but also those 
wallpapers which are stuck together or laminated to textiles. It 
covers the range of anything that goes on the wall provided it is 
produced in rolls. 


That is"a laymanemdescription of its and (e-purert) in 
layman's terms because that is the way I understand it. That is 
the nature of the product we are talking about. - 


On page 2 we discuss some of the different varieties of the 
product. The wallpaper can be coated or uncoated; vinyl 
wallcoverings are laminated to nonwoven substrate and so on. I 
will leave that for more detailed perusal later. 


A word on the major Canadian producers is on page 3. There 
is Canadian General Tower; Berkley, now acquired by Imperial 
Wallcoverings in the United States; International Wallcoverings in 
Ontario; North American Decorative Products; Sunworthy 
Wallcoverings; Waldec; Wallcrown; and Ultima Wallcoverings. 


~- All of these, with the exception of Berkley Wallcoverings, 
are located in Ontario. 


At the bottom of page 4 we have listed the main distributors 
and importers. They include Bapco, represented here; Canada 
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Wallcoverings, represented here; Selectone, represented here; 
Sunworthy, represented here; and Walter Brown Co. Ltd, also 
represented here. 


There are some regional distributors as well. 


The retail market is dominated by a few major chains, 
principally Colour Your World and St. Clair Paint and Paper. It 
-has been estimated that approximately 50 per cent of all sales of 
residential wallcoverings are made through these chain stores. 


These chains have eroded the position of the independent 
retailers who 20 years ago held 90 per cent of the market. Among 
other things, we are concerned about the future of these 
independent retailers. We will argue later that reduction of 
|tariffs'would help them quite a lot. 


On the question of tariff policy, it is difficult to see 
| what industries are being protected by the duties levied on 
| wallcoverings. 


If the wallcovering has what may be regarded as a paper 
macking, in 1987 it will»come in at a duty of /.5 per cent. If it 
has a textile backing, depending on whether it is a man-made 
fabric or a natural one, the duty is 25 per cent or 22.5 per cent. 
Plastic wallcoverings are classified at 13.5 per cent. 


These percentages I am giving are percentages of the 1987 
rates. 


We feel this tariff policy is ill considered; it has created 
} an unnecessary burden and does not effectively protect.what it is 
supposed to protect. 


MD: 20° asm: 


The main source of imports of wallpaper is the United 
Kingdom. I am using the term "wallpaper" precisely here. The main 
source of imports, of fabric-backed vinyl wallcoverings is the 
United States. This is outlined on page 6. 


I would now like to turn to our observations on the export 
market on page 7. Here the figures are quite astounding in that 
more than half of the total Canadian production of wallpaper is 
exported. It is exported to the United States. We export to the 
United States much more than we import from them. Wallpaper 
produced in Canada accounts for more than 40 per cent of US 
imports. A much lower percentage of wallpaper comes into Canada. 
There is a great disparity, therefore, in the balance of trade. 


On page 3, we make the point very clearly. In 1984, US 
imports of wallpaper amounted to $15.6 million, whereas Canadian 
exports of wallpaper to the United States were valued at $80 
million. This gives you some idea of the great disparity between 
them. In a very brief outline, this is the background. We have 
Supported it with an array of statistics which I will not use at 
the moment. | 
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I would like to turn to what we feel would be the impact of 
enhanced, free or freer trade. I am not listing these in order of 
importance. The order of importance will vary with the particular 
concerns anyone has in mind. 


I am carrying on from what I have just said about the 
disparity between Canadian exports of wallpaper to the United 
States and Canadian imports from the United States. This fact has 
not gone unobserved in the United States. There has been some 
powerful lobbying by US interests to ensure some rectification of 
what they think is an anomalous and unfair situation. In 1987, 
there will be no US duties payable on wallpaper going into the 
United States. For US wallpaper coming into Canada, there will be 
So. per cent) tar wtins 


They are also concerned about the great disparity between 
the rates of duty leviable on fabric-backed vinyl wallcoverings 
coming into Canada, which will still be 22 or 25 per cent. In the 
United States, it will be much less, varying from about four per 
cent to 1l per cent depending on certain factors. It will be much 
lower. This has caused them concern. 


It caused them concern in the multilateral trade 
negotiations, the so-called Tokyo round. Last year, a trade 
magazine devoted an amount of space to it. It has caused them 
concern in the buildup to any negotiations in this round. Evidence 
of US protectionism is afforded by two events that have taken 
place since 1979; namely, the United States lobbied very strongly 
for a favourable tariff treatment for sample books. It also 
lobbied very strongly against Canadian General-Tower to ensure 
that Canadian General-Tower paid a higher rate of duty than the 
International Trade Council was prepared to allow. 


Therefore, the first point we are making is the need to 
maintain. continued: access to the United States market. 


The second point we want to make, and I will only touch on 
it briefly, is the general context of Canada-US trade. If you are 
in negotiations and if you want to make a successful negotiation, 
you have to have a quid pro quo. 


The next point we would like to make is the competitive 
position of the Canadian industry. We feel that the--we do more 
than feel. That implies emotion, but this is based on pretty 
objective considerations. The Canadian wallpaper industry is a 
mature industry that is a worldwide competitor and is not only 
capable of standing, but actually does stand, on its own feet. 


It is not a question of having to nurture a tender plant, so 
to speak, in the hope that it will eventually grow to be an oak. 
The thing is already an oak at the moment. It can compete, and it 
will be able to continue to compete, despite any erosion in the 
value of the US dollar, because its processes are more efficient 
than those of its American counterparts. 


The major fear, as we say, might be competition from the 
European Community. Even there, we are not so confident. that we 
Chink--first of all, théverosion) in (theivaliievotytehe doklan, which 
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may take place according to today's news, will help to make the 
EC! s products less attractive. The other thing is they have not 
really been able to penetrate the market adequately at the moment. 


| The next point we make is the burden on the consumer. We 
have already spoken about the effect of the tariffs. Perhaps a 
good a way of illustrating it is on page 11, "A material which is 
meold to the US consumer for C$25 retails in Canada for about $35 a 
roll." That gives you some idea of the burden assumed by the 
consumer. 


| We would also point out that the tariff policy, as we said 
before, seems to be at odds with economic reality. Tariff policy 
is based on the need to protect or defend textiles or pulp and 
paper products. We do not think that the duty actually meets these 
objectives because the textiles used in the manufacture of 
fabric-backed vinyl are not obtainable in Canada and have to be 
imported anyway. Also, the types of people who make fabric-backed 
vinyl do not make textiles, so the tariff is not really serving 
the purpose it is supposed to serve. ay 
The next thing is we foresee that, in fact, the reduction of 
|duties on wallcoverings would lead to an expansion of employment 

| in the wallcovering and related industries. The argument here is a 
bit nuanced in that the future of the Canadian manufacturers 
'depends, to a certain extent, on them having available to them an 
| independent wallcovering distributing facility and also 
independent retail. Otherwise, they would be at the mercy of the 
retail chain. 








110:30 a.m. 


! Mr. Isenberg and other members of the committee can expand 
on this better, or more authoritatively, than I can. The way the 
industry works, the distributor can hold a wide variety of stocks 
or books, as they are called, from which the independent retailer 
| can draw. Thus, through the services of the independent 
wallcovering distributor, the retailer is able to offer a greater 
variety of products, which will lead, of course, to an expansion 
in the service area of employment. 

















We do not have any strong suggestions on the question of 
industrial adjustment measures that might be needed, except that, 
if the tariff was removed, we do think it should be possible to 

enable the wallcovering manufacturers to import their materials 
duty free, even if the goods are not going to be exported. The 
Case for industrial adjustment should be assessed on a 
firm-by-firm basis. 


That is the gist of what we have said. I will leave it here 
for any questions you may have. I would like to finish by saying 
that, in our view, intelligent discussion of freer trade or 
enhanced access requires the same detailed study as actual 
negotiation. This paper offers a beginning of such a study in the 
case of one product where, on initial study, reduced tariff 
barriers would enhance Canadian access and remove import policy 
anomalies that impede trade. 

se 


In addition, we believe that the bottom line of economic 
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activity is increased employment, which we have dealt with. In 
connection with a higher quality of life, the interests of the 
consumer must not be overlooked. Increased choice and 
better-looking office and hotel accommodation are also factors we 
think enter into any rounded, full and comprehensive discussion of 
enhanced access, freer trade, free trade or whatever term you like 
to apply to the process by which tariff barriers are reduced or 
eliminated. 


I hope, if there are any questions, you will ask them not 
only of me but also of the members of the panel. 


Mr. Brandt: You identified the size of the Canadian 
industry and then the Ontario component. I wonder if you could 
break it down further. Is most of the Ontario activity located in 
Toronto, or are some of your members located in smaller 
communities or one-industry towns? 


Mr. Wickham: I -would like Mr. Mascall to reply to that. 


Mr. Mascall: Principally, it is within the Metropolitan 
Toronto area. We have three manufacturers in the Bramalea area, 
one in the Rexdale area and one in the New Toronto area. That 
constitutes the major base of the manufacturers. As we mention in 
the submission, there is only one manufacturer in Sherbrooke, 
Quebec, Berkley Wallcoverings, which has recently been acquired by 
an American organization, Imperial Wallcoverings. They are all 
within a 50-mile radius of Metropolitan Toronto or within the 
metropolitan boundary. I assume Bramalea is in that area. 


Mr. Brandt: Il asked that question because we are 
particularly sensitive to smaller communities or one-industry 
towns where a wipeout of a given industry could bring a community 
to its knees very rapidly. The same situation does not exist in 
Toronto to the same extent. 


It always hurts if you lose an industry or if there is a 
shutdown, but if there are tradeoffs in the whole discussion on 
free trade, if there is a rationalization of certain industries, 
then you have to look at it as you have put it here in your brief. 
You have to look at an industry-by-industry comparison and see 
what the advantages or disadvantages are on a very specific basis. 
It is very easy to generalize on this question, without look ing at 
how the hurt might impact on a particular ero of at a in a 
particular community. 


It would appear from the figures you have given us that you 
have about a four-times advantage over the United States with 
respect to trade flow both ways. In other words, you have roughly 
$80 million in exports. Your imports are considerably below $20 
million. The figure you give is $15.6 million. I assume that is in 
Canadian funds in both instances. I believe it is on page 3 of 
VOute Dra et. 

That being the case, and perhaps I missed this in your 
brief, could you give us some indication of the relative size of 
the industry in the US vis-a-vis Canada? On occasion, we use a 
10-to-l figure for a dot of, industries, which is about the 
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|relative population size of Canada to the US. But that may not 
hold with your industry based on the amount of activity you have 
in export sales. Could you identify the size of the industries on 
both sides of the border? 


Mr. Brown: I find it rather difficult to give you a 


straight answer. 
Mr. Brandt: Give me a crooked answer. 


Mr. Brown: The simple evaluation is that the Canadian 
industries are almost obscenely strong and are cutting very 
dramatically into the US total market. I cannot say the American 
industry is entirely on the ropes, but there are several major 
‘manufacturers in the US that are for sale, in bankruptcy or 
closing. 


As to the relative size, I would take a guess that they 
/manufacture approximately three to one, but the figure, to a 
degree, is meaningless because the Canadians are taking very 
definite advantage of the trading situation, especially vis-a-vis 
the exchange. 


Mr. Brandt: Why would some of your member companies not 
open a branch plant in the US? 


Mr. Brown: Some have.. 
Mr. Brandt: They have? 


| Mr. Brown: The main advantage is that it is much more 

| economically efficient to manufacture in Canada. We have the 
_technology and world-class plants. What most of us are concerned 
_ about is that the tariffs will be raised on their side to match 
ours. 


Mr. Isenberg: In other words, the present tariffs to 
sell to the United States cause no difficulty to the Canadian 
manufacturer. It is the concern that there may be a response when 
there is a minimum of $80 million sold to them each year, with a 
potential to increase. 


Mr. Ferraro: As a supplementary to that question, to 
what degree is the tariff a consideration? I would imagine that 
the fluctuation of the dollar would have a very important impact. 


Mr. Isenberg: It would, except for the fabric-backed 
Situation. Fabric-backed wallcovering is used more often in 
commercial installations or in kitchens or baths where you need 
eeeater protection..In those areas, there 1s a strong reaction 
from the United States. 


There is a disproportionate duty, 4.3 per cent or 5.3 per 
cent, charged on Canadian-made goods going down, but it is 22.5 
per cent or 25.8 per cent coming up to Canada. They are saying: 
‘How can Canada be allowed to do this to us? From our position of 
Strength, we should be negotiating that they drop theirs down." 
The backlash we are speaking of here is that they can institute 


@ 
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higher duties from the US side to block our great market in 
wallpapers as a retaliation for our not accepting their 
fabric-backed vinyl. 


L040. Sar. 


A footnote you may not appreciate is that in fabric-backed 
vinyl, we have one manufacturer here whose concentration is on 
54-inch for hotels and business establishments, corridors, etc., 
not for 27-inch or 28-inch residential rolls, so we do not really 
fill the market we are blocking. We do not manufacture to fill 
that market. In order to protect something that we do not have to 
protect, since we do not make it, we are starting to jeopardize 
the best part of our industry, which is the sale of Canadian-made 
27-inch printed paper into the US. 


Stuart Brown is holding a letter here, which I just saw 
this morning. It is addressed to the Honourable John D. Dingell, 
chairman and the Honourable James Broyhill, ranking minority 
member, committee on energy and commerce, subcommittee on 
oversight and investigations, United States House of 
Representatives, coming from the law firm of Howrey and Simon. 


They are discussing Canadian flexible wallcovering tariff 
barriers. Has a copy been submitted to this hearing? 


Mr Wickham: Noe it nas not: 


Mr. Isenberg: You will be receiving this, but what they 
are saying, capsulized, is in this paragraph on page 2 of their 
letter: 


"We believe that compelling reasons support eliminating 
these grossly unfair duties. The Canadian wallcovering industry 
has matured significantly in the past few years and should not be 
entitled to continuation of the current Canadian protectionism. 
Furthermore, the present strength of the US dollar provides an — 
enormous competitive advantage to Canadian manufacturers, 
irrespective of rates of duty. The striking imbalance between 
Canadian and United States duties should not be tolerated in a 
climate of free trade." 


That is their submission to their own government and this is 
actually what sparked Stuart Brown eight months ago to organize us 
to look at this problem. 


Mr. Tayiorm: ToscVarity wehisepoinu, | Notrce in your 
brief, as an appendix, you have a photocopy of an article in a 
publication entitled The Wallpaper. Following on-this.same point, 
do you have any specifics of retaliatory measures or official 
reaction on the part of the US to your favourable position in this 
industry? Are any bills being sponsored in Congress? 


Mr... Browns At UtNis spolnt JeChetemare snug (pL UEoe ath . ecary 
say is there is a very strong groundswell within the industry for 


this, in the trade press and at conventions and things of that 
nature. 


Mr. Taylor: I gather your concern is that this general 
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mood is going to manifest itself in some overt legislation or some 
protectionist measure on the part of the US. 


Mr. Brown: Definitely. 
Mr. Chairman: They are aiming at Canada? 


Mr. Brown: Unequivocally. Somewhere we have the fact 


that more than 50 per cent of the total wallcovering pa oe into 


the US are from Canada. 


Mr. Chairman: Generally speaking, in response to Mr. 


Brandt's first question, if we find ourselves negotiating an 


agreement with the United States, and if some of the small towns 


'in this province are in real jeopardy, we may be having to force 


you to move to small towns. 
Mr. Brandt had some more questions. 
Mr. Brandt: I want to ask a question that may be 


difficult to answer. If you had an absolute zero tariff both ways, 
what would that do to your trade? From the sound of it, you could 


_ survive quite nicely. 


Mr. Brown: Yes. What it would do, suprisingly enough, is 


encourage the small independent distributor and the small 


independent dealer. The people with the clout are the large chains 
and they are able to buy what we call factory runs. One of the 
points we are trying to get across in our submission is the fact 


that many of the small independent people are really suffering 


from the trade restrictions currently in hand. 


Mr. Batchelor: If I might say something here, I 


tepresent Sunworthy and we have the largest manufacturing facility 


in Canada. If the tariffs are put back to zero, we feel we are in 


avery competitive situation. The main factors in this business 


are design and colour, and we feel we have a very good product in 
those areas. The manufacturing facilities that we have right now 
are--I do not know if they are the best or--, 


Mr. Brown: World-class. 


Mr. Batchelor: They really are. If it was free trade, we 
are in a position where we feel very competitive. 


Mr. Brandt: Let me take it one step further. If the 
dollar was at par and the tariffs were at zero, could you then 
still compete? 


mans ~ 


Mr. Brown: Very well. 


Mr. Brandt: You are in a very strong position relative 


to the United S tates. 


Interestingly, your industry is almost dead on the Ontario 
export figures to the US market of all industry in general; about 
20 per cent. The last time I looked, 89 per cent of all exports 
Out of Ontario went to the US market. You follow that trend almost 


to the very percentage. 


With our very real dependency on exports to the United 
States for our employment and industrial strength, why is it that 
an industry as strong and competitive as yours, which appears to 
be way out of line with regard to your overall strength relative 
to the US market, has not made a more substantive penetration of 
other foreign markets, the European market or other countries? You 
should be able to do somewhat better in export sales to those 
countries rather than just to the United States. 


It is not healthy, even in the best of a relationship and 
the best of a two-way understanding between countries, to have a 
90 per cent dependency on one market. This is particularly true 
when the United States has, I believe, about a $150-billion trade 
imbalance at the moment. All this protectionist talk about 
stopping imports is emerging almost on a daily basis in the United 
States. This dependency that has built up is not only in your 
industry, but you appear to be in a particularly advantageous 
position to do something other than just sell to the US market. 


Mr. Brown: There are two points there. First, our 
industry is based, very much like the fashion industry, on two 
items: colour and design. That is the easiest designation. It is 
now very easy for Canadians to sell into the United States, so the 
fashion or design and colour, the styling, is aimed specifically 
at one market. When we talk about the export figures here, in many 
ways our whole presentation has been highly conservative. Many of 
us feel the proportions are actually much higher. 


Second, Canadians, along with other North Americans, suffer 
from the unfortunate currency situation. We are very vulnerable to 
manufacturers in Europe changing their colour and design, and 
actually freezing the Canadians out of the US market. They have 
the technology and they have the price advantage. It is just that 
the Canadians particularly hone in on the American fashion market. 


Mr. Mascall: Also it is a freight consideration. It is a 
heavy burden on Canadian manufacturers shipping that far away. 


Mr. Brandt: Because of the strength of our dollar 
relative to the United States currency? 


Mr. Brown: Yes. It makes good business to sell into the 
United States as opposed to Hong Kong. Canadian manufacturers do 
sell into Hong Kong, Australia and South Africa. 

Mr. Mascall: They sell into Great Britain. 


Mr. Brown: In a modest way. 


Mr. Brandt: I have a last question. In a perfect world, 
which we do not have, as you may have noticed-- 


Mr t Brownh: eNOte in Oneat oO. 


Mr. Brandt: Certainly. 


| 
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Mr. Ferraro: It is getting better in Ontario. 
Mr. Brandt: It is getting more imperfect with each 


passing day, but I do not want to get into that in this committee, 
because there may be some disagreement and we would not want to 


-have this committee lunge forward in disagreement. 


Would the status quo be the best of all worlds for you; if 
everything just remained as it was right now? 


0:50 a.m. 


Mr. Isenberg: I do not think so, from the distributors’ 
point of view or the Canadian manufacturers' point of view. When 


)otuart says what we are actually selling into the United States 
|may be understated, I think it is understated, but it does not 


reflect for you what we know is the actual size of the US market. 


We probably could achieve three times what we sell to the 


United States if we could only reach a point where the United 
| States would accept such an extensive flow of merchandise coming 


from Canada. 


We are a small industry. If other industries were 


satisfactory to their eyes, then this would be something accepted. 


What is happening is we do not cover off in manufacturing 
those items they want to sell, such as fabric-backed vinyls. Yet 
we are not allowing them to sell it in Canada, supposedly 
protecting things in which there are no backings made up here to 
encourage the purchase of such backings up here. There are no 
wallcoverings equal to it, which we are protecting, and we are not 
protecting paper because, Lord knows, they are buying all their 


paper goods from us. 


Their reaction is what says we cannot let the status quo 
remain because they have a reaction. Either it is going to be 
positive in seeing what we do, or it is going to be negative to us 
in seeing that we choose to keep tariff-burdening the goods which 
we otherwise cannot make here. 


If I might further explain for you what we mentioned about 
the extent of employment and encouragement of increase in 
employment rather than what we are now seeing, which is a 


declining number of people employed in the service industry 


selling wallcoverings. 


When you have what we currently call a mom-and-pop store, 
which has a number of salesmen come from the distributors with 
books, the only investment is the books and even those are 
subsidized or half price. A book is perhaps $15,° $20 or $29. They 
put that book on a shelf and then each customer makes a selection . 
out of that book. They get their percentage on that sale, and they 
order it without any further invested moneys. 


With the buildup of chains--and we have Bapco here, which 
Tepresents Sherwin Williams, so it can show you how this rounds 
Out--the mom-and-pop store sitting on the same street as a chain 
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store, is not able to sell those goods which are sold by book by 
the distributor because it can no longer compete in price to 
comparable goods which are bought in bulk and put on shelves. 


They are starting to decline, so the number of employees 
involved starts to decline. You do not have the private, 
individual Canadian entrepreneur involved, or his staff, or 
clerks, or part-time drivers, or whatever else might be involved. 


What you really ate seeing by our request is that if the 
duty were dropped, these book materials would become more 
competitive and therefore available to be sold within the 
marketplace as we really nad 20 years ago. 


Mr ii Wiekham»bhawoulddlikextosiinish off. the point. 


There is another somewhat technical point and one which is 
not very easily observed. There are a large number of changes in 
the ways in which wallcoverings are made, particularly those where 
the vinyl, for example, or coated fabric is laminated on to 
something else. 


As we said before, it is laminated on to paper and it comes 
in at a certain rate of duty. The paper in this material, or the 
backing, is coming under more and more consideration. At the 
customs end of it, it is becoming extremely difficult to decide 
whether material--a vinyl or whatever it is--is laminated to a 
paper or to a man-made fabric, or to any fabric whatsoever. 


You were asking about the status quo. Even if you maintain 
the status quo, you would have to take a very good look at the 
import policy in order to adjust to make it administrable, because 
it is becoming increasingly unadministrable. 


I do not pretend that this is a major consideration, but it 
is a consideration in the context of the question you asked; 
namely, "What would happen if we maintain the status quo?" 


Mr. McFadden: I found your brief very interesting. It is 
a contrast to some witnesses who have been here. In a couple of 
the industries' cases, they portrayed any liberalization or freer 
trade arrangements as a tremendous danger to them, the image being 
that if freer trade were brought in they would be washed away by 
American suppliers. There is some feeling here that they are 
cowering, hoping that nothing was going to happen to upset them. 
If there was, there would have to be a long adjustment period. 


You have portrayed an industry entirely the reverse. It 
sounds to me as though the Americans will be cowering at the 
thought of free trade with Canada. You have explained to us the 
reason for your success in the American market. You have developed 
a world-class industry that can compete in a very big market. I am 
curious about what has happened to the Americans. You said they 
are either going to bankruptcy or trying to find buyers. What has 
really happened to the American industry that has put them in this 
incredibly vulnerable position? 


You are telling us that you are competitive with them 
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whether or not there are duties, or whether we are at par with 


respect to the dollar and everything else. What has gone wrong 
with the American industry? 


Mr. Isenberg: The Americans have experienced something 


different. We can thank Sunworthy's original ingenuity even before 


we became involved. 


In Canada Yes-You-Can Wallcoverings or the advertising 
campaigns we received around 1/7 or 18 years ago convinced our 
buying public that it should purchase prepasted wallcoverings. 
This wave was never received in the United States or in Europe. 
Europe continues to use a large amount of wallpaper but it is not 


prepasted. It is not do-it-yourself. They do it themselves but 


'they buy paste. I still receive materials from Spain and other 


foreign countries where we market such-and-such product and they 
inevitably come non-prepasted, though Finland now provides stock 


|that is prepasted. 


The United States, based on its ingenuity with plastics, 
went much stronger than we did in Canada originally with C-I-L 


/into vinyls. In the United States, they concentrated on 


fabric-backed vinyls, which generated 50 per cent of used 
wallcovering goods. Remember that fabric-backed vinyl is more 
expensive than paper so 50 per cent may actually have meant around 
65 per cent of the market. 


Those who manufactured these goods were also very large 


companies. We represent Canadian General-Tower here but also 
|General Tire and Rubber Co., Pervel and Wallmates and many others 
/in the United States. While General Tire is General Tire and 


.-Rubber, Pervel is Vemis. These are large companies that have a use 


/or a division that could make fabric-backed vinyls. 


Their concentration has been fabric-backed vinyls and we had 
20 years' head start in developing ingenuity and means of 
identifying colour and design, of printing better and faster 
methodology. We saw small industries such as Waldec grow into 
giant vendors. Berkley started four years ago and went from $3 
million up to $14 million in sales the following year in the 
United States. There is a real pocket and a hole in the United 


States that our manufacturers are very eager to go into. 


As long as the United States does not have this response 
vis-a-vis unfair treatment to fabric-backed wallcoverings, they 


| are more game than we in Canada might be, who are more 


conservative, to allow it to occur. They have rather accepted it © 
for two years. If we overlook an opportunity being offered now we 
Will experience the backlash the United States is certainly -.--~~_ 


competent to give. 


Does anyone have those actual figures on Berkley? 
Bl a.m. 
Mr. Brown: It is immaterial because we have a very 


dynamic wallcovering manufacturing group in Canada. The Americans 
are on the ropes. 
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Mr. McFadden: You can manufacture efficiently here and 
product innovation is good. 


Mr. Brown: Yes, the third thing is that the Canadian 
plants are new and modern. Many American plants are 80 and 90 
years old. Technologically we are way ahead of them. 


Mr. Isenberg: If I might add, sir, it is on page 10 of 
the brief. When the company began operations in 1982, Berkley's 
sales amounted to $3.2 million, compared with $16.3 million in 
1984. It had the right way of manufacturing, which is nothing 


different from what we are otherwise doing in Ontario, and it 
inmatketed it in the United States. 


Mr. McFadden: You may have answered this somewhere in 
here. What is the total employment base of your industry in Canada 
right now as a manufacturing industry, not just the retailing? 


Mr. Batchelor: Canadian producers generate 6/75 million 
to $85 million and employ 650 people. The 650 people would be a 
true base of manufacturers. 


Mr. McFadden: Then retailers. 
Mr. Batchelor: I am not sure retailers are in here. 
Ms. O'Neill: About 10,000. 


Mr. Isenberg: What we did leave out, but which I could 
include in discussion, is that you will realize the sale of 
wallcoverings throughout our department and hardware store chains 
-is also viable and existent. You will walk through any given 
store, Canadian Tire or The Bay or what have you, and see they 
have racks of wallcoverings. We have not included those figures. 


It involves quite a number of service people in Canada. It 
has to exceed the 10,000 we have indicated. 


Mr. Mackenzie: For some time in these hearings we have 
been looking for somebody who can tell us there is an upside to 
this issue. We have sure had the downsides portrayed very 
effectively in hearings before this committee. 


First, I am wondering why the tariffs that give you that 
kind of protection are there at present. I take it your industry 
was not responsible for that. When there are tariffs, we usually 
find it they are as a result of some pressure from the industry 
involved. I just wonder why you have such a free ride. 


Se 


Mr. Brown: We have come down from 30 per cent during the 
“war to 22.5 per cent under the--what was the first round? 


Mr. Wickham: It was not the Kennedy round. 
Mr. Brown: When the General Agreement on Tariffs and 


Trade was originated. Then we subsequently came down to 15 under 
the Tokyo round. 








ese 




















Mr. Wickham: No. 

Mr. Brown: Have I got that straight? The Geneva round. 
Mr. Wickham: Then the Kennedy round. 

Mr. Brown: Now it is down to 7.5 per cent. 


Mr. Mackenzie: Has your industry itself ever suggested-- 
I have never heard of one doing this, mind you--that the tariffs 


| should not be there? 


Mr. Brown: Yes, we are trying to that very subtly. 


Mr. Isenberg: We have just been to the federal 
government. Perhaps Mr. Wickham could advise you more directly 


-about what was involved in this past round a month ago. 


Mr. Wickham: Yes, we have made a somewhat similar 


| Tepresentation to the federal government. On the question of the 
-history of tariff policy, I have not been able to find out 
| anything that is definitely written as to how it all came about. I 


can only surmise what happened. 


First, way back just after the war and maybe even before the 
war, the tariffs on both pulp-and paper products and on textiles 
were very high and they were about the same. Over the years in the 
course of these negotiations, the tariffs on pulp and paper were 
reduced more heavily than the tariffs on ce which remained 


-high and are still high today. 


Therefore, when wallpaper was considered, it fell pari 
passu. That is Latin for equally, by equal stages. That is for 
people who are not lawyers. 


Mr. Mackenzie: It got classed in with textiles. 

Mr. Wickham: They were classed in with.textiles and the 
others got classed in with that. Actually, there is no tariff 
heading for wallcoverings; it is for manufacturers of man-made 
textiles and manufacturers of natural textiles. 


As you said just now, it went according to the stuff out of 


which it. is made. 


Mr. Mackenzie: I suggest that you not suggest a cut in 
tariffs too loudly. You might be throwing away another bargaining 
chip we have before we ever enter into any talks with the United 
States. =p peek 


Mr. Wickham: No, I am not suggesting you just throw it 
away without-- 


Mr. Mackenzie: pete jisyobvious that, your.concern, is ;the 
protectionist sentiment because you have done remarkably well in 
spite of having the tariffs all your way. 
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It is one of the success stories that has come before this 
committee in the sense that you think you would be better still 
with a freer trade arrangement. Do you have any fear that if you 
further penetrate the US market, given the kind of penetration you 
have already as against what they are selling up here, you will 
not invite retaliation? | 


One of my colleagues mentioned the status quo argument. That 
is certainly what we got from the steelworkers, and part of the 
reason was that things are dicey enough now. If they just had a 
small additional penetration of the US market, they would 
certainly invite protectionist sentiment against the steel 
industry. 


Ii take dt that’ is "iot®a*fearvoft your's: 


Mr. Isenberg: There are really two things we are worried 
about. The manufacturers in the United States are now reacting 
against the penetration we have. Something is needed, some carrot, 
to appease them. Ironically, the carrot is not in wallpaper, but 
in their most important industry, fabric-back wallcovering, which 
has no ramifications for us up here. 


Mr. Mackenzie: Because we are not manufacturing it. 


‘Mr. Esenberg: That is right, except to strengthen some 
of the sales which do not overlap. In fact fabric-back 
wallcovering is a more expensive commodity than the paper. It is 
more predominantly used. 


Mr. Mackenzie: Are you saying we could not develop that 
kind of industry effectively, that we are better to stay in what 
we now have the expertise in and leave that as an import? 


Mr. Isenberg: It has totally become apparent that we 
Ward TO Ee 


We have a unique situation in Canada in that the potential 
and movements of vinyl have now changed somewhat. We now have only 
one vinyl manufacturer in Canada. Their strength is in the 
commercial sale of 54-inch vinyls. This is not the same as the 
overlap the United States has. They may have 20,000 patterns in 
27-inch vinyls available for Canadian use, whether it be in foil 
look or in vinyl look, for bathrooms, alcoves or entrance areas, 
that do not overlap what is made by the Canadian manufacturer. 


Also, there may be another reason in the change and attitude 
towards tariffs, and that is that the history of the manufacture 
of vinyl here saw CIL, Stauffer, Monsanto and-now Tower involved. 
Tower is now exclusively involved in such manufacture. This is not 
a tradeoff area. — 


Tower sells to the United States. I understand they see 
half of their production going’ in sales to the United States. We 
would urge that the materials, such as the backings they need to 
use which come from the US, could come in duty free and that the 
resins come duty free and not have to wait for a duty drawback on 
those goods they sell back to the States, but have all of their 
goods domestically sold with that component come up duty free. 
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If there is corresponding dropping of duty when they ship 


their goods down through the US, which is now incurring 5.3 or 4.7 


per cent or something of that sort, then that is a strengthening 


they would require. 


(11:10 a.m. 


Other assistance can come to mind, including federal grants 


for employment or duty-free import of machinery required for 
update. There is a host of ways in which this one company left in 
that field can be strengthened or protected, but that is between, 
I would imagine, the federal government and the company itself. 








Mr. Mackenzie: Let me go back to the tariff arguments. 
Eliminating the tariffs is of no concern to you. You feel you can 
compete and you have made it very clear that you are doing well 
even with the tariff stacked in your favour as it is now. If we 
eliminate them, that may be a tradeoff that can be presented to 
the US in our negotiations. 

& 


If we get into trade talks, it goes far beyond the tariffs. 


In most industries, even those that are concerned, it is not the 


tariff that is the problem. The problem is the nontariff barriers 
and the fact that US countervailing legislation means they have to 
prove either a subsidy or that the industry is being hurt. They 


have made it very clear to us that countervailing duties are not 


on the bargaining table. What is to stop them or some US firm from 
Saying they are being hurt, as you say they are, if you further 


penetrate that market? 


Mr. Wickham: Personally, the point I would like to make 


is that under US law, in the case of countervailing duties or 


anti-dumping duties too, for that matter, they have to prove not 
only the existence of a subsidy and no intention from the Canadian 
side, as far as I can understand-- 


Mr. Mackenzie: Or damage, which is really what can be 


used. 


Mr. Wickham: Yes. Then they have to prove damage, but 
they have to prove this in a court of law and so on. It is a legal 
process. Although it can be a nuisance, since there is no subsidy 
involved and there is no intention to give a subsidy, I do not 
think the Canadian wallcovering industry need worry about 
countervailing duties. 


With regard to anti-dumping, there is no intention to sell 
the goods any more cheaply in the United States than in Canada. 
Therefore, I do not think you would run the risk of having an 
anti-dumping action brought against you in the US. In my own 
judgement, the US industry could not successfully mount a case for 
the levy of either countervailing duties or anti-dumping duties. 
From the very beginning, there would not be a case. 


Mr. Mackenzie: If we entered into freer trade or 
enhanced trade talks or whatever someone wants to call it now, do 
you feel those talks should include anything beyond the tariffs? 
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Mr. Brown: We have some 850 nontariff barriers to trade. 
One of the major discriminatory tariffs we have up here is the two 
official languages in certain provinces. 


Mr. Mackenzie: I am more concerned with what the 
fishermen are facing where the unemployment insurance issue is 
actually raised as a subsidy. There are quite a few fishermen 
involved in those talks. That gets down to the guts of what we are 
all about as a country if these kinds of nontariff barriers are to 
be on the bargaining table. 


Mr. Wickham: I am sorry, but in your question are you 
asking about nontariff measures in general? 


Mr. Mackenzie: In general, yes. If we enter into any 
talks, do you think there should be anything else on the table 
other than the tariff barriers themselves. 


Mr. Wickham: Oh, yes, without a doubt. Our submission 
does not address this issue, but speaking for myself, undeniably 
you have to negotiate the whole range of transborder transactions. 


Mr. Mackenzie: That is the very concern we are opening 
up if we do. 


Mr. Wickham: Yes. 


Mr. Mackenzie: What can you tell us about actual jobs if 
the tariffs are eliminated or if you have a freer access still to 
the US border? What are you Likely to add to the 650 people 
involved in manufacturing? Can you give us any idea? I am 
presuming we get no reaction back from further penetration of the 
US market. 


Mr. Brown: The one thing that would come out very 
clearly is that we are on a roll as far as manufacturing is 
concerned in Canada. We have the most efficient plant and 
equipment. 


Mr. Mackenzie: Can you see doubling that figure in 
manufacturing? 


Mr. Brown: It is really an ephemeral thing on colour and 
design. It is a fashion item. Currently, we are very successful at 
it. If we continue to manufacture with the US market in mind and 
continue to strengthen colour and design as a fashion item, it is 
one thing we are very successful at now. I cannot see any reason 
why we cannot be more successful at it, The bogyman is the fact 
that the Americans are getting fed up with our penetration of 
their market. 


Mr. Mackenzie: I am not sure that ends with the further 
opening of it. That is my fear. Being very blunt and parochial, we 
have had literally thousands of jobs laid on the line by industry 
spokesmen here before us in this committee with respect to what 
free trade would mean to them. As I say, you are about the first 
one. If everybody before this committee had been as optimistic as 
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you people about what the future means if we open it up, we 
probably would have no trouble making a decision in this 
committee. I would like to know if you can give us some kind of 
idea with respect to jobs. 


Mr. Wickham: 1 am now about to be contradictive, I am 
sure. As far as manufacturing is concerned, it would be unwise for 
-us to make any predictions about increased employment. I really do 
not think we could say there would be an increase in employment, 
but we are certain there would not be a decrease. That is on the 
manufacturing side. What we do believe is that there will be an 
tae in the service end, an increase in the distributors and 
retail. 


: Mr. Mackenzie: The mom-and-pop operations you talked 
about. 


Mr. Wickham: Again, it would be foolish to put a figure 
@n it. 


Mr. Batchelor: I was going to say the same thing. We 

have more than one third of the 650 people working for our 
company. We are now owned by Borden Co. as of last April. We 
belong to the WMA in the US and our concerns are real that 
although we have nothing on paper other than what we have recently 
gained there and there is nothing to say there is going to be 
retaliation, it is going to happen. We do belong to the 
| association there. It is all verbal so far, but it is going to 

happen. wee 


Mr. Mackenzie: So you can compete with business in a 
totally free market. You are totally sure of that. You cannot put 
'a specific figure on it other than the strengthening of the retail 
-end of it. 


Mr. Isenberg: There is another aspect. We could give you 
an insight perhaps, although we cannot give a figure. If we are 
protected, if we are assured of the market being open in the US, 
perhaps we would find it would require a doubling in a couple of 
years just simply to produce whatwe actually could sell in the US. 


There is another very strong feature. We are a relatively 
/young and naive industry--this sounds peculiar--vis-a-vis those 

|} persons drawn upon in the United States and elsewhere. We have 
Open to us a lot of potential growth in sales of wallpaper, more 
so than other countries. This is our one departure from what 
Stuart has advised about colour and design. Short of having to 
change all designs, different combinations of print rollers can 
combine-and create different prints and finishes. Different mixes 
of colours can also be arrived at. If we accelerate our knowledge 
of marketing, we have the whole world open to us. 


3:20 a.m. 


If we are opening that world, having the strength and 
Support of reception in the United States, then you might see a 10 
_times or 20 times an increase in what our manufacturers employ and 
What they can do. One thing we forget is the natural resources, 
almost untapped, compared to what is available in pulp and paper. 
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This is an area where we have an industry which might be the 
industry for the world as suppliers of wallpaper. We are first 
learning how to get it out of our border, let alone how to get it 
around the world. 


Mr. Ferraro: I would like to comment respectfully that 
this is not the first delegation I am aware of that is positive. 
My colleague may have given you the impression you were, but that 
is not my understanding. 


My question was touched on by the gentleman from Sunworthy. 
What proportion of your membership, both in terms of the 650 
manufacturing jobs and of the 10,000 you estimate, would be 
ultimately controlled or a subsidiary of an American or foreign 
parent? 


Mr. Isenberg: Talking of the 10,000, the majority of the 
distributors are totally Canadian, 100 per cent Canadian. 


Mr «Ferraro: (So GO, is, Ehe manufacturers.’ 


Mr. Isenberg: That is right. Many of the distributors go 
back for generations in doing exactly this. Many of the stores, or 
the bulk of stores, are in the same situation. That speaks of the 
10,000 and the 1,000 in distribution. Of the manufacturers--and 
this is almost a double-edged sword--a greater number of them will 
be American if this is not corrected than if it is. 


Mr. Batchelor: Very much so. 
Mr. Ferraro: Currently, what is it? 


Mr. Batchelor: There has been a large difference just in 
the last eight months. Collins and Aikman have purchased Berkley. 
We were owned by Reed UK and we have now been purchased by 
Borden's. It has been happening in the last eight months, largely 
because of what we are saying here. 


Mr. Ferraro: What are we talking about? Is it 75 per 


cent of the manufacturers? 
Mr. Batchelor: I would guesstimate it is 50-50. 
Mr. Chairman: Thank you very much. 


If I may just comment on the comments of Mr. Ferraro and Mr. 
Mackenzie, I think you are the first manufacturing group that has 
been unqualified in your support of free trade. Is that fair? 


Mr. Brandt: Polysar. 


Mr. Chairman: No, )l guess it’ isenot even that.) Invany 
event, it was an interesting and unique experience to hear from 
you and about the positive feeling you have towards the industry, 
whether or not we get free trade. It is certainly excellent to 
hear and we appreciate it very much. 
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Mr. Taylor is wonder ing whether you can use a couple of 
empty boxboard plants in Napanee and Trenton if things go sour for 
another paper industry. 


Thank you very much for your presentation. 
Mr. Isenberg: May we ask for a moment of your time? 


I know perhaps I should ask Arthur, who has been a 
consultant, but if this is the case, though we had a very strong 
reception in Ottawa with an indication that 80 associations had 
es us and all of them were asking for enhanced free trade or 

Becetrade) tfathisseis byourtfindingyin Ontanie sits fit <not 
possible, almost overstepping or interjecting in GATT, to say, ''We 
have an industry that is 95 per cent in Ontario which we feel is 
Boing to be in danger if changes in tariffs do not occur"? 


Ontario might lead us forward, not on a holus-bolus free 
trade consideration but on our consideration of this industry. 


Mr. Chairman: It strikes me that your brief basically is 
saying you would like to see our tariffs reduced no matter what. 
Of course, it is largely the federal government you should be 
looking to, but 1 do not see anything wrong with our considering 
that proposal when this committee is discussing it. 


Mr. McGuigan: I would think that would be very easy if 
we were proceeding in the GATT negotiation, but it looks as if we 
are years away from a GATT negotiation. 


Mr. lsenberg: It is coming next year. Ls 


Mr. Brown: It is a 10-year cycle and we are coming up 
ror that. 


Mr. McGuigan: France and Brazil have refused to come to 
the table, and indications are that it could be years before there 
are GATT negotiations. That is one of the reasons the Americans 
would like a Canada-US bilateral agreement. That kind of agreement 
will be comprehensive; it will not be on only one or two items. 


Mr. Taylor: These people should not leave here with the 
/impression that the submissions made to this committee have been 
Overwhelmingly opposed to freer trade. The whole concept of free 
trade is simply a notion which is unachievable, as you know. My 
-impression of the submissions is that, on balance, they are for 
more enhanced or liberalized trade with caveats. I do not want, 
from my point of view, an improper perception of submissions we 
“have heard. 





MANUFACTURERS LIFE INSURANCE CO. 


Mr. Chairman: Representatives from the Manufacturers 
Life Insurance Co. have been waiting patiently in the wings here. 
Members of the committee received copies of Manulife's brief last 
week. It is hoped they have had time to review the brief. 


From Manulife we have Elvon Harris, senior vice-president; 
| Joe Pietroski; and Mrs. Jalynn Bennett. 








E-22 


Manuiife recently made a very wise move in that it is moving 
a large part of its operations into the region of Waterloo. We 
welcome you. 


Mr. McFadden: Here and in Kitchener. 


Mr. Chairman: That is right. If members of the committee 
do not have copies with them, Mr. Arnott has extra copies. 


Mr. Harris, do you wish to peruse the brief or to move right 
on and assume we have read it? 


Mr. Harris: I will assume you have read it and get right 


into some general comments. I appreciate the partisan reception 
here from your region. 


On behalf of Manufacturers Life, I would like to thank you 
for the privilege of appearing before the committee. I would like 
to elaborate a bit on my partners here. — 


Joe Pietroski is our vice-president and secretary. Joe has 
had a lot of involvement with the legal and regulatory aspects of 
Canada-US trade. He is chairman of a committee made up of trade 
associations, the Canadian Life and Health Insurance Association 
and the American Life Insurance Council, that deal with US-Canada 
life insurance issues. He has had a lot of experience there. 


Jalynn has been a vice-president in our investment 
department and brings us a capital markets perspective; she also 
has been a member of the Ontario Economic Council. 


From my own standpoint, I ran our US operations out of 
Canada for about 10 years; I was senior vice-president of 
international operations. I have taken an interest outside the 
company as a member of the US-Canada task force. I served with 
David Grade in looking at those issues. I am also chairman of a 
subcommittee on financial services for the International Business 
Council of Canada. I have a deep interest in the US-Canada markets 
and interest in securing access to all foreign markets. 


This morning I would like to speak specifically on behalf of 
the Manufacturers Life Insurance Co. and talk about our case for 
free access. Maybe by implication, I could represent some of the 
other large life insurance companies in Ontario who do business 
internationally; they are a substantial number. 


Les Ota mm. 


During the past year, there has been a lot of emphasis 
placed on international trade or on trade between the United 
States and Canada. Most of the focus has been on securing access 
to the US market or on finding a way to create more jobs in Canada. 


If there were easy solutions to the debate, we would not be 
sitting here this morning. We realize the complexity of these . 
issues, but we feel that free access to the US market has been 
very beneficial--in fact, critical--to our own success; so I would 
like to go on record and make the case that free access is very 
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important to us. All that I say today will be drawn from the 
brief, which has been circulated to you in advance. 


I will start by saying that Manufacturers Life is a 
federally chartered company. We are now the largest life insurance 
company in Canada in terms of worldwide assets. If you look at the 
North American scene, the US and Canadian companies combined, we 
are the eighth largest in terms of premium income. 


Since we entered the US market in 1903, it has grown to 
Tepresent 56 per cent of our total business in force, and 36 per 
cent of our total company assets are represented in the United 
States from US business. That has led us to be the largest 
Canadian institutional trader on the New York Stock Exchange; so 
-our destiny is very much intertwined with that of the United 
States. 


I do not want to limit my comments to the United States. 
Access to the US market has given us the asset base to become 
competitive on a worldwide basis, but our interests go beyond the 
‘United States. We operate extensively in the Pacific Rim 
countries, the United Kingdom and the Caribbean, and we are 
looking to increase our market share in those areas, although it 
would be pretty hard in Hong Kong. We have 40 per cent of the 
individual insurance market in the colony of Hong Kong 


We also have a large share of the market in the Philippines. 
“We have a five-year-old company in Singapore, and we just 
established a new joint venture in Djakarta, Indonesia, in January 
1985. We are currently talking to China, South Korea and Thailand, 
and at some point we hope to talk to Australia. Much of our focus 
/on expansion is now in the Pacific Rim area, and we feel we are 
-able to do this because of the large asset base we have from our 
Operations in the United States. 


You can see that we do have a deep commitment to 
international expansion, and we believe, as I think I mentioned, 
that to maintain that ee toe we have to have free access 
to the US market. 


You could say I am not here to complain about something we 
do not have; I am here to ask your help in securing the access we 
_do have. We would like to see the status quo in our relationship 
| with the United States, because I think both the US life insurance 
/companies and the Canadian life insurers are reasonably happy with 
the access we have to the markets. We have a heavy presence in the 
United States, and the llth largest life insurance company in 
Canada is the Aetna Life Insurance Co., a US company that is 
located here -in Ontario. 


We also believe that as a result of this free access of the 
trade between the two countries there are many benefits to 
Ontario, both tangible and intangible. We talked about jobs. The 
Dupré task force reported 44,000 jobs directly related to 
administering insurance, both life and casualty. I cannot say what 
| percentage of those jobs is attributable to the United States, but 
to look at our own situation, we have about 2,000 employees in our 
Bloor Street head office, which is our worldwide headquarters, and 
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1,100 of those jobs are directly related to our US business. If we 
were not in the United States, we would not employ those 1,100 
people. 


We look at the fact that there is a ripple effect. We are 
heavy consumers of the infrastructure in Ontario: legal, 
accounting and suppliers. I cannot tell you what the ripple effect 
is, but a lot of jobs there are secure because of Canadian 
companies operating in the United States. We feel that if we want 
to continue to be successful as an international competitor, there 
are a couple of things we need. We have to have a strong 
infrastructure, and we have to have a strong and dynamic capital 
market here for us to operate successfully. 


If I look at the capital flow into Ontario, we invest money 
in Ontario far beyond the business we do in Ontario. If I look at 
our real estate holdings alone, the book value of our real estate 
holding spin’ Ontario. is*S241 emi iton;) 1b 1s SlU0hrid ronnie carada, 
but $241 million of the book value of those real estate ae 
is Ontario real estate. 


I do not think I have to belabour the point any longer that 
free access to the US market is very important to us if we want to 
maintain our status as a world-class competitor and that the 
benefits we bring to Ontario and to the company are 
disproportionate to the Canadian market and to the Ontario market; 
they depend on a worldwide market. 


I would like to come to the two specific. recommendations I 
have for the select committee. 


Operating in the international arena and content as we are 
with our free access to the US market and with the fine 
relationship between the two insurance industries, we do not 
Operate in a vacuum. We are not isolated. We look at some of the 
protectionist sentiment in the United States and particularly at 
some of the legislation that is going forward. 


There is one bill, the Danforth bill, that gives the 
President of the United States the power to impose sanctions 
cross-sectorally if he is unhappy with something that has happened 
in one sector. For example, if Ontario or Canada were to impose 
nontariff barriers or unfair taxation on US life insurance 
companies, the President of the United States could do something 
about trucking, soft lumber or some other sector. 


We are quite concerned that Ontario look very carefully at 
our Own environment here and make sure it is hospitable for US 
companies operating in Ontario, because we are afraid that if we 
start to try to solve some of our sectoral problems by taking 
punitive action against other sectors, it could come back on us. 

Mr. Taylor: You would be a casualty then. 

Mr. Harris: We would be a casualty. 


Mr. Taylor: And not insured by your own company? 
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Mr Harris: sThat pis sright...;And unlike «your, other 
‘witnesses, we would be off the walls. 


We would ask the committee to look very carefully at the 
total legislative scene in Ontario and to try to create a 
hospitable environment for US concerns. 


The life insurance industry is a very cost-sensitive 
/}industry. We are competing on internal cash flow. It is a product 
pricing war all the time in the United States; we find this as a 
‘big insurer there. If any actions were to give us a 
disproportionate disadvantage to the US companies, it could pretty 
well put us out of business in the United States. 


Our other recommendation is that in the federal debate we 
|'believe Ontario should support a position of free access to the US 
|market and free access to the Canadian market for the life 
insurance industry. Again, this is a healthy sector, which is 
prospering from this type of trade. We would like Ontario, in its 
'dealings with the federal government and in any dealings you have 
on this issue, to recognize the significance of the life insurance 
industry here, what it does mean to Ontario, and to be strong 
proponents for us in that debate. 


We find Ontario to be a very good home; it is a very good 
base of operations for any life insurance company that has an 
international perspective, and we would like to keep it that way. 
As you submit your brief and make your final report, I know you 
will assess it. There will be some people, like ourselves, who 
will welcome the trade; there will be some who will be adamantly 
/-protectionist, feeling they are going to lose. As you submit your 
brief on behalf of the internationally minded life insurance 
/companies in Ontario, I hope you will put us in the column as the 
-winners, who would welcome and support free access to the US 
‘market and vice versa. 


That is all I have to say as opening remarks. I will now 
Open this to questioning from the committee. 


1:40 a.m. 


Mr. Knight: Mr. Harris, the penetration of your company, 
-and I suspect of the entire Canadian industry, into the American 
-IMIarket has been quite significant. I suspect that there is a 
telatively unfettered market there, or that the ability to enter 
/the American market is relatively unfettered for you. 


Meveharriss Yes? 


Mr. Knight: I am surprised at the relative decline of 
the percentage of the American companies, and there are some very 
big and strong American companies, in the Canadian market. I 
wonder what the reason for that would be. Do we have some 
Significant barriers to those companies entering our market? 


Mrs Harris: (here arescome. irritants, Vanden witlidea) 
with them. But first, if you look at our own company's expansion, 
Our business is growing inuch more rapidly outside Canada; the 
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markets have been better in the United States and in Asia. I would 
think some of the American companies operating in Canada might 
find the same thing. The Canadian market has not been a buoyant 
market for life insurance during the past few years, and we would 
find them growing more rapidly in other parts of the world and 
probably putting fewer of their investments into their Canadian 
Operations. 


There is one barrier. A few years ago an American company 
coming into Canada could buy control of -a Canadian "life insurance 
company--for instance, at Aetna--and you saw some Canadian life 
insurance companies that were purchased by American companies. In 
the past few years that has been closed off. An American company 
cannot come in and buy a Canadian life insurance company. 
Therefore; the, alternative “ts\to come™in, (startsfrom seratchrand 
open branch operations, which is a long, slow, painful process. 
You would want to see a very good return at the other end of the 
rainbow if you were going to make that kind of investment. 


1 offer’ those to you. 


Mr. Knight: That, of course, is the irritant you are 
talking about from the US perspective. 


Mr... Harris tres. 


Mroknight less itenotwamreality ver free™arade 
negotiations that irritants will be removed? 


Mr..Harrisreress 


Mr. J Knig hee swat will it do to your domestic operations 
at that point if they are able to come in unfettered themselves? 


Mr. Harris: We would not have any fear there. 


Mr. McFadden: This is a good morning for good-news 
stories. We do not always have so many people who are so buoyant 
and doing so well internationally. 


I am curious to know the reason our life insurance companies 
have been so successful internationally. Obviously, we are 
successful in our own domestic market; on page 5 you illustrate 
that. Can you tell me the reasons for this success both 
domestically and internationally? It cannot be currency. There 
have to be a lot of other reasons for it, and I wonder whether you 
would outline briefly to us what the reasons have been. 


Mr. Harris: Let me give you a couple, and maybe my 


colleagues can add more. Basically it is a strategic issue that 90- 


years ago Manufacturers Life and many Canadian insurers decided 
they wanted to look beyond Canada and establish operations. We 
established our first operation in the United States more than 90 
years ago, got going with that market and pushed it as ..a major 
strategy of the company. With the economic growth in the United 
states, “1 blossomed tor use 


Similarly, we followed the old British Commonwealth and 
decided, as inany Canadian companies did--Sun and others--to open 
































ee 


























E-2/7 


operations or branch operations around the world in Commonwealth 
countries and where the British flag was flying. We did that many 
years ago, and it got us going internationally. We had to retreat 


with the war and with various nationalistic policies 
internationally, but we went back to Hong Kong and a few bases 
where we had been for a long time and we did very well. 


I would say one of the main reasons was that strategic 
decision to expand 90 years ago; it turned out to be a right 


_strategic decision. 


As Canadian companies, we are also very good at investing 
Our money. Canadian investment expertise has been outstanding in 


| the world. As we get large flows of money in from various 


countries, we have been able to do that very successfully and we 
Mave been able to translate it back into product pricing that has 


| been very competitive. 


If you take Manulife in the United States, we go toe to toe 


“with the US companies in competing for what we call deferred 


compensation plans and group schemes for Fortune 500 companies. We 
do get a substantial amount of that business because we are able 


bring a good investment return into our products. 


Those would be two reasons. 


Mr. Pietroski:. The history of the industry's financial 
integrity is another reason that Canadian companies do so well in 


the United States. We have never had a company unable to pay one 


dollar's worth of benefits that were promised. Unlike what we are 
going through right now with the banks and the trust companies, 
fortunately the insurance companies in Canada have had a history 
of financial integrity and solvency. As long as that continues to 
be the case, we expect it will work to our advantage as well in 
the future. 


Ms. Bennett: Two other observations: In the first place, 
I think you have had a tradition within the Canadian financial 
services sector of establishing small companies that are soundly 
regulated and that proceed to prosper and grow. Smaller companies 


do tend to get larger, all other things going their way. I think 


it would be fair to say that in the United States you have a 
multiplicity of small firms; small banks, small savings and loans 


'companies and small insurance companies. The Canadian models have 


tended towards nationally competitive larger agglomerations. By 


and large, you tend to have more larger life insurance companies 


in Canada vis-a-vis the universe of smaller ones, whereas in the 
States the system is to some extent driven by enormously big ones 
and then a plethora of medium- and small-sized ones. 


For whatever reason, Canadians have always been very 
interested in life insurance as a product. You just look at the 
data on savings and there has been a tendency in Canada to put 
Savings dollars into life insurance companies and products. From 
that you have created a larger and competitive market base. 


The second thing is that the characteristic of the United 
States market is it is one in which there are many consumers with 
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a number of different interests in terms of savings products and 
vehicles, and for a company like Manufacturers it has been very 
easy for us to target specific market segments and to specialize 
within the general life insurance and annuity market. We do not 
try there to be all things to all people. We have a very targeted 
approach, I think it would be fair to say, and it has proved to be 
a very successful strategic positioning issue. 


If you talked to other Canadian life insurance companies, lI 
think you would find that they also have tended to target and to 
look at specialized segments of the marketplace in the States. So 
it is a question of the export of specific skills as opposed to 
trying to blanket that massive American market, and it has proved 
to be a strategy that has worked very well for many Canadian life 
insurance companies that choose to be competitive abroad. 


Mr. McFadden: Manulife effectively took on the world 
back at a time when it was not really fashionable for Canadians to 
do so. Through our national policy we tended to want to protect 
ourselves. You took the reverse route and went abroad with good 
results. 


Ms. Bennett: It was also without a lot of government 
assistance. 


Mr. McFadden: I take it, though, that dealing with 
government and the regulatory environment in Canada with respect 
to the liquidity of companies, licensing arrangements and the 
regulatory. framework seems to have helped you in the sense that it 
developed credibility for your company and other Canadian 
companies that they were good companies in the view of the 
regulators in the United States and other jurisdictions. Is that 
COrLrect? 


Mr. Pietroski: Yes, that is always a positive note. In 
our dealings with government regulatory agencies, if the issue has 
to do with the solvency of our industry or of our company, it is 
very positive to be known to be regulated under a system that has 
integrity and is well respected for its ability to do that. It is 
very often a plus so long as you are not overly regulated. 


Mr... ‘Harris: Md would@inke*tovadd one pointe toe thiseslt 
you look at the future, you hear about deregulation and certainly 
you read about it in Canada in the green paper. Under the federal 
Canadian and British Insurance Companies Act, .we are limited to 
businesses that are reasonably ancillary to the life insurance 
business. 


We find that in the foreign jurisdictions where you compete, 
more and more of the insurers are getting into-a variety of 
products and services that we could not offer under the strict 
interpretation of that. So we are pushing the federal government 
very hard to make sure we can have national treatment in foreign 
jurisdictions and be able to expand beyond what it would consider 
reasonably ancillary to the life insurance business, because it is 
important that we be regulated in that fashion. 


Mr. McFadden: I wonder if I might ask one final question 
in regard to this. 1 know you are not speaking for all the other 
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companies in the life field in Ontario or Canada. Can you give us 
any information this morning on whether your brief would have 
general support from other life companies, or is there division, 
as far as you understand, between companies of different sizes or 
from different regicns? 


™.:50 a.m. 


Mr. Harris: One thing the International Business Council 
of Canada did was to send out questionnaires to the insurance 
industry to try to get the viewpoint of the various companies on 
how they would feel about freer access to the US market. The 
-tesults we got back were that the large companies who are now 
Operating internationally would certainly support free and freer 
trade. 


| Some were a bit apathetic. They said: ''We already have free 
trade, so what is the change? Why. should we be concerned?" But 
some of the smaller companies that are not operating 
internationally right now would be more protectionist, saying that 
|it might be hard for them to compete in the United States market 
and they would fear the competition coming this way. 





So the very small companies would be more protectionist, 
while most of the larger companies would welcome freer trade. 


Mr. Brandt: Free trade means a lot of different things 
to a lot of different people, depending on what group you talk to, 
but it would appear that you have a form of free trade, as it 
-were,.at the moment, from your description of how your industry 
operates. 


Mrs Harris "Yess 


Mr. Brandt: Would you say that your principal concern is 
teally to maintain what you have now and to avoid further trade 
impediments to access to the United States market, in that you are 
concerned about the protectionist voices coming from United States 
ee. open that have been reported on with fair regularity in the 
media? 


Mo. ‘“Harraski Yes. 


Mr. Brandt: Would you say we have what would be 

'described as a level playing field between the United States and 

| Canada as part of the general description of the free trade 
environment in which you operate now? When I say "level playing 
field,'' let us take as an example employees who operate on both 
Sides of the border. Are there difficulties with respect to having 
your people operate in the US or US people operate in Canada? 


Many companies have complications. As an example, my 
colleagues in the New Democratic Party have talked about the 
possibility that plants in Ontario may be rationalized, to use the 
soft word, under some form of trade enhancement. Should the 
employees of that plant have the first right to be employed in an 
American plant to which ostensibly a branch plant would move? 
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Can you give us a little more amplification, if you will, on 
the question of those other impediments that may be there, if they 
are there at all? 


Mr. Harris: Do you mean to us or to American companies 
coming in? 


Mr. Brandt: Both. I am looking for the level playing 
field, because when you talk about free trade, trade enhancement, 
market accessibility--all of those things--you have to look at a 
broad range of otner factors, even taxation policy. 


Mr. Harris: I mentioned that one impediment coming this 
way is that an American life insurance company cannot buy and 
control a Canadian life insurance company. Americans would say it 
is not a level playing field in that regard, so they would view 
that as an impediment. 


As far as employees are concerned, we do have to go through 
all the usual immigration procedures that you go through to 
justify bringing people across, but to this point we have had no 
problem in doing that; we have been able to get all the people 
across. We bring a few Americans across to work with us. We send 
Canadians across to the United States to run our sales operations 
and to work with us in the area; we send them to the United 
Kingdom and around. So far we have not had any major problem in 
the movement of personnel. 


Mr. Brandt: Does that work the other way as well with 
Americans coming into our market? 


Mr. Harris: Yes.-You have to justify it, but wethave 
been able to get all the Americans in here that we need. 


Mr. Brandt: What if you had a salesman out of Canada who 
wanted to sell in the US market? Are there not restrictions with 
Trespect  to--= 


Mr. Harris: He would have to be licensed. We have 
salesmen in Windsor, for instance, who sell a fair amount of 
business in Detroit, but they have to be licensed with the state 
of Michigan in order to sell business there, because it is a 
state-regulated industry. 


Mr. Brandt."ButVthere ds snordifitculty’ wath®his! or her 
getting into that market to sell, then? 


Mr. Harris: lam not sure*“how hard itvis* to’ gets int sYou 
have to go through licensing procedures, and we have several who 
have done that. 


Me Brande But there are immigration .complications as 
well. 


Mr. Harris: aves: 


Mr. Pietroski: A state in the US will generally grant a 
ee 
nonresident agent's licence upon application to an agent who is 
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not a resident of that state as long as the agent comes from a 


jurisdiction that offers reciprocity to that state's agents. That 


is generally true. Ontario, Michigan and other states do offer 
reciprocity. If is the agent is from Quebec he will have a problem 


in a number of states, because Quebec does not offer them 
reciprocity. 


Mr. Brandt: This question may be more applicable to the 
general insurance industry than to life, but I have heard that 


there are major problems in the insurance industry generally 


speaking, which you may or may not be able to comment on, as it 
relates to other jurisdictions, primarily European, where they do 


have different rules with respect to asset requirements and those 


kinds of things. Does that relate at all to your industry as well 
in terms of competition, other than in the US market? 


When we talk about free trade or trade enhancement I think 
we have to look at the world market on occasion in addition to 


just the US market, because other reciprocal arrangements could be 


developed, either through the General Agreement on Tariffs and 
Trade negotiations or through other reductions in tariffs or trade 


impediments that could occur. Do you have problems with those 
European markets? I see you nodding yes. 











Mr. Harris: I can pick up on one thing. As you have 


probably been following, President Reagan has been pushing hard 


for another GATT round and he wants to include financial services 
in it. Right now financial services is not included in GATT in any 


-major way. We would welcome getting financial services in and 
having some context for negotiating a set of international rules 


around the right of establishment in a country. 


Currently we cannot get into South Korea. South Korea takes 
the position that its insurance industry is reasonably undeveloped 


_and that if it were to let foreign competition in it would swallow 
_up its domestic-companies. They are saying, "In five or six years 


we may let you in, but we want to protect our local companies and 


give them a chance to establish themselves before we let you in." 


Many countries have regulations on how you invest your 


|money. Some say you have to invest all of your premium income 
| money in the country, or there are currency-control problems on 


how much money you can trepatriate. Particularly as you get into 
the Pacific Rim area and some of the Organization for Economic 


Co-operation and Development countries, there is a series of 


constraints on operating an insurance business. 


Mr. Brandt: How about the more sophisticated 
jurisdictions, like Europe? I wanted to get at that, because I 
have heard: from time to time--I am partially repeating 
myself--about problems with your industry being undercut, as it 
were, on premium price by. a European insurer who does not have to 
Operate according to the same ground rules by which you operate. 


Mr. Harris: All we can do is to speak to the places 
where we are. The UK has a very free market; it is a competitive 
Market. We are competing on price, but we have been able to 
compete in that market. There are no other European markets that 
we are in right now. 
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Mr. Brandt: But do German, Dutch or Swiss financial 
Operators operate in Canada? 


Mr. Harris: mses. 


Mr. Brandt: But they do not operate under the same rules 
as Ontario or Canadian companies; that is what I am trying to get 
at., [s4that-nomscorrect¢ 


Mr’. Hartas:, dhatetsenoteally, impression. 


Mr. Brandt: Are they not allowed to operate under 
somewhat freer financial restrictions with respect to their asset 
base and their capacity to cover policies than Ontario and 
Canadian companies are? 


Mr. Pietroski: The general rule in Canada and the United 
States is that life insurance companies--I am not sure about 
property-casualty companies--must maintain assets sufficient to 
meet their liabilities in the country in which they are doing 
business. So we as a Canadian company doing business in the United 
States must maintain assets there that are sufficient to meet all 
our liabilities there. The same applies to a nonresident company 
doing business in Canada. To that extent we are on an equal 
playing field. 


Our premium rates in the life business are not subject to 
pre-approval by any regulatory agency, so we can set the most 
competitive rates we can live with and compete on the same basis 
as foreign or Canadian companies. That is true in the US and it is 
true in Canada. 


I am not aware of any competitive advantage that foreign 
companies would have, whether they are from Europe or the United 
States, either here or in the US. 


Mr. Brandt: So you have, then, almost a free trade 
arrangement on the world market, other than in places you have 
described, like Korea or perhaps some of the Orient, where they 
are protecting their markets because of the relative immaturity of 
the industry. 


12 noon 


Ms. .Bennett: I think it would be fair to say that in 
some European jurisdictions there are barriers to the entry of 
foreign life companies. I do not know that there is discrimination 
against Canadian companies per se. For the sake of argument, I 
know that in France and West Germany there are substantial 
barriers to entry. I cannot be specific about it. 


Mr. Harris: We did an international expansion study that 
looked at all the countries outside North America to decide where 
we would want to expand. One thing we looked at was barriers to 


entry. We found very few countries where there are no barriers to 
e@nery . 


In imany of the Organization for Economic Co-operation and 
Development countries and the Pacific Rim countries, there are 
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some barriers to entry. There are very few places where we have 


the unlimited type of relationship we have between the United 


States and Canada. Hong Kong would be one and Britain would be 


another example of places where we have free access. 


Mr. Brandt: Would there be reciprocity in 


-restrictiveness among West Germany, France and Canada coming the 


other way? I am trying to look at whether we are fair in the 
overall sense of the word. 


We heard from the wallcovering group. I think you were here 


during part of that previous presentation. At the moment, the 
tariffs are particularly advantageous to their industry. It is 
almost four to one if you look at the trade both ways. 


It does not always cut like that, but there are industries 
that have an advantage at present because of anomalies in the 
General Agreement on Tariffs and Trade negotiations. There is 
roughly a 25 per cent tariff on the material coming into Canada 
and only a six or seven per cent tariff for the same material 


going the other way. That is clearly upsetting to the United 
| States. 


If you.are going to be a fair trader, you have to play on a 


telatively level playing field. In your industry, it appears that 





those things have been removed and that you have market 
accessibility on a relatively fair basis. You do not have a 
problem. However, from what I have heard I have a feeling that is 


not necessarily true of some members of the European Community, 
' excluding Great Britain. Then there is the Orient, Hong Kong and 
fso forth. I think I have my answer. 


Mr. Mackenzie: Going back to the first question Mr. 
Brandt asked, there is pretty well an open arrangement back and 


forth between Canada and the US at the moment. With the caveat 
that you are worried about some other industries and about what 


protectionist sentiment might do, you are arguing that the status 
quo would keep your business happy. 


Mr. Harris: I do not want to be traded off against 
raspberries or pork. 


Mr. Pietroski: There is one barrier on ownership of 


Canadian life companies. One of the proposals in the federal 
government's green paper is not to permit ownership of a schedule 


C bank in Canada by a nonresident life company. The nonresident 


' companies filed their brief and made their submission last week, 


protesting they were being discriminated against. We support their 
concerns about that. No case has been made as to why they should 
not be allowed to own a schedule C bank if we are to be allowed to 
Own a schedule C bank. Those irritants come up every once in a 
while. 


Mr. Mackenzie: The percentage of ownership of a banking 
mistitution,.enters into that as well. 


Mr. Pietroski: A schedule C bank could be owned by more 
Ehan 10 per..cent. That is a new concept; that is right. 
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Mr. Mackenzie: There is a move towards deregulation in 
the United States that is quite obvious and we hear a fair bit 
about that here as well. While we were in Washington, we had the 
failure of three, fair-sized savings and loan organizations in 
Virginia. That surprised a number of people. In the event we are 
entering into talks, 1 wonder whether you can see the US arguing 
about the regulations we have up here and the fact we do not seem 
to be moving as rapidly as they are in deregulation. Perhaps they 
will stop that as a result of the failures. However, could that be 
cited as one of the irritants or problems? In other words, could 
we end up finding that some of our regulatory authority and power 
over our financial community is being debated in the course of 
free trade talks? 


Mr. Harris: It could be. I think we would argue strongly 
for national treatment, but I guess we had a few surprises here, 
too, did we not? 


Mr. Mackenzie: Where do your sales occur in the US? have 
you any idea? Is it right across the United States or is it 
basically in the border states? Do you have any picture of that? 


MrecHarriss, Ite iSgonetcyewell Tighe across tiesUnited 
States. We have heavy representation in California; a large 
percentage of our sales comes from there. A fair percentage of our 
sales comes from the northeast corridor, from Philadelphia up to 
Boston. 


Mr. Mackenzie: So you have some concenttation in the 
border states. 


Mr. Harris: Yes. We have a strong sales organization in 
Hawaii. We are not long established in the Midwest, so that is a 
smaller percentage. 


Mr. Mackenzie: Do we have any figures here on the dollar 
share of the US market and the US-dollar share of the Canadian 
market? 


Mr. Harris: If you took our company's share of the US 
individual insurance market, it would be something like 0.6 per 
cent, because that is a huge market. 

Mt. Mackenzie: In the total market, though, we do not 
have figures on the actual dollar share that the US has of the 
Canadian market or that we have of the US market? 


Mri (Harriss) Wee do notehaves 1tean thisoebprier,! no..e ine 
figures are on file with the Canadian Life and Health Insurance 
Association. 


Mr. Mackenzie: Have you any idea how it would stand? 


Mr. Pietroski: The-last numbers I saw indicated that the 
Canadian life industry had a much smaller share of the US market 
than the US companies have of the Canadian market. However, in 
dollar terms, my experience would lead me to believe that the 
Canadian companies earn in the United States a life premium income 

















E-35 


in substantially larger dollar volumes than US companies do in 
Canada, because Canada's market is much smaller. There are 160 
_total-life companies vying for business in Canada, which has only 
the population of California. 


Mr. Taylor: I am getting the impression that everything 
is okay the way it is. Mr. Mackenzie has elicited from you a sort 
of stand-pat position, which causes me some-- 

Mr. Mackenzie: With a caveat. 


Mr. Taylor: With a caveat, whatever that is. I 


| understand the meaning of the word but not the substance of it. 


I get a different impression: that you are a dynamic, 


| aggressive, internationally minded organization supporting a 


further GATT round that would open other markets in a fairer way. 
Mrvitarris® Right? 


Mr. Taylor: That being so, you have expressed some 
concern that you might be a casualty, not because of the lack of 
fair trade in your industry between Canada and the United States 
but because of a reaction arising out of another sector in our 
economy. 


Do you have some concern with regard to the existing 
protectionist mood in the United States, which might tilt the 
so-called level playing field? I am trying to get from you some 
thought on whether it is possible to maintain the status quo or 


whether you feel there should be some initiative or some posture 
of this province with regard to currently possible talks on trade 


issues. 


2:10 p.m. 


Mr. Harris: If you take all the protectionist sentiment 
that you do see in Washington and the fact that when Congress came 
back from the summer recess it pushed the tax issue aside and 
said, ''We have to deal with the trade issue first,'' we would have 
to have our heads in the sand not to feel it is going to be very 


hard to maintain the status quo. 


The most dynamic thing we can do, which we hope is going to 
happen in the next week or so, is to give a signal to the United 
States that we are willing to enter into a round of negotiations 
to try to negotiate a fairly comprehensive context for settling 
trade issues between the United States and Canada. It would be my 
hope that if we could do that, if we could negotiate that type of 
arrangement, if the United States came after Japan, South Korea or 
Other trading partners, we could have developed some type of 
telationship that would insulate us from the broad protectionist 
initiatives in the United States and give us a context for 
hegotiating sectoral issues between the United States and Canada. 
It would give some of this a chance to simmer a little longer 
Tather than coming under this structure. 


Mr. Taylor: You would support an initiative towards 
developing freer trade or fairer trade-- 
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Mr. Harris: I heard a statistic thissmorn ing -Ghaby/5 per 
cent of Canada's trade is with the United States. The big issue 
would be how to secure that 75 per cent. Within that, there will 
have to be some tradeoffs. 


Mr. McFadden: Ninety per cent of Ontario's trade is with 
the United States. 


Mr. Harris: Yes. We would say, first, we have to get 
into negotiations and try to find a way that preserves that 
access. All we in Ontario can do is be sensitive to the US 
position, and yet be intelligent in the type or tradeoffs we get 
involved in. We cannot just say: "Everything is fine now. We are 
not going to negotiate. 


Mr. Taylor: You are saying you would support talks 
initiated -by»Canada? 


MiounwHalislcctee.e se 


Mrs. Bennett: The ultimate message we want to leave with 
you is a slightly enhanced sense of awareness about the life 
insurance industry from the Ontario and Canadian perspective. We 
think it is important for you to hear from people who have 
benefited from the general trading environment. 


As an industry, with certain exceptions, we have had free 
access to the American marketplace. That has stood us in good 
stead and has brought some positive benefits, macroeconomically, 
to Ontario if not to the country. We hope our industry will 
continue to have free access, recognizing that within the 
negotiations you have some very difficult problems to face. We do 
not want to be inadvertently caught because we were not aware of 
where we were. 


Mr. Chairman: Do you have any concerns about 


interprovincial problems? 


Mrs. Bennett: The only comment I would pick up arose 
from the discussion we were having earlier about licensing of 
agents in other jurisdictions. The committee should be aware that 
licensing of life insurance agents is a provincial jurisdiction as 
well, and from time to time in this country we have faced 
interprovincial barriers to trade. In our industry that would be a 
concern, but obviously we are more concerned about access to the 
US market. Interprovincial barriers to trade, differences in the 
regulatory framework, are a major issue. 


Mr. Chairman: I appreciate your coming to give a 
presentation. You have certainly enlightened us. 


It is drawing close to the time when we should have a 
freewheeling discussion as to what matters we want Mr. Traficante 
to toueh on in preparing a draft for our interim report. Last 
week, we were looking at a timetable. He would like to have this 
discussion in the near future. I am suggesting we might consider 
meeting next Friday morning. Generally, we have tried to keep 
Fridays clear so that we can be doing constituency work. It is not 
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absolutely necessary that he hear from us by next Friday. We have 
been whispering about Monday and Tuesday of next week as well. 
Apparently, we have hearings scheduled for Monday. We may have 
some time on Tuesday. It wouid be preferable if we got it in this 
week. 


) Mr. Mackenzie: What time are we coming back? What is the 
arrangement? 


Mr. Chairman: We come back Thursday night from Sault 
Ste. Marie. 


Mri. Hennessysils that next week? 


Mr. Chairman: This week. We are going to Sault Ste. 
Marie Wednesday night and coming back Thursday night. 


Mr. Brandt: What does the agenda look like as to when 
you anticipate we will complete Kitchener on Wednesday? 


Mr. Chairman: Kitchener will be through by five. We 
could catch a bus to the airport to catch a seven o'clock plane, I 
believe. 


Mr. Brandt: As I indicated last week, I cannot go on to 
Sault Ste. Marie, but I have another complication now-with my 
scheduling. I will have to drive to Kitchener taking my car 
because I am going in the opposite direction. 


Mr. Chairman: Because of situations like that and anyone 
/else who cannot come to Kitchener, it is probably unwise to 
schedule any of this to occur in either of those cities. 


Mr .aMcKRatiden: Ificould:, bet tn! Kitechenerjabut-nots inuSault 
Ste. Marie. : 


Mr. Mackenzie: Friday morning might be a good idea if we 
are coming back here Thursday night in any event. 


Mr. Brandt: I cannot be here. I will be at the other end 
of the province. 


Mr. Hennessy: Is it not better to give the members a 
week in advance to make their own arrangements? Sometimes a person 
| gets stuck for the whole week. If you make it for the following 
Friday, then at least people know and they can make their agenda 
to take care of their own business. This would be better than 
Saying this week we are going to have it this Friday rather than 
the following Friday. Then a member would have two weeks to make 
arrangements for what he has to do. If they have somebody to meet, 
they can meet them sooner and get that over with. 


Mr. Chairman: The following Friday takes us to October 
4. We have to have our report done by October 10. 


Hennessy: That is all right. At least if we meet 
that “Stee ; 5i 
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Mr. Taylor: Friday) te “okay roréme, bubelethankgi esis 
important that all members be present at such a session. It is 
critical to get the input from all the members who will be signing 
the report to be at the session. If there is some concern that we 
may not have a full membership on Friday, would it be possible to 
schedule something for the first of next week? Would it be 
possible to sit later in the day or maybe an evening even? 


Mr. Chairman: How about Monday evening then? 

Interjection: Or: just after that. 

Mr. Chairman: On Monday afternoon we have the Urban 
Transportation and Development Corp. for two hours and that is all 


we have. 


Mr. Brandt: If we ran that group from two to three or 


shortly after-- 
Mr. Chairman: Apparently, they are expecting two hours. 


Mr. Hennessy: Monday morning. 


Mr. Chairman: No. In the morning we have the Ministry of 
Industry, Trade and Technology. 


Mr. Knight: What do we have on Tuesday? I do not have 
anything pencilled in right now at all. Is it free? 


Mr. Chairman: A lot of invitations are filtering back to 


us now that the issue is on the front page, and that is part of 
the problem. 


Mr. Knight: Monday night is a problem for myself unless 
we met directly after-- 


Mr. Taylor: Mr. McFadden has pointed out that the Miller 
dinner is Monday evening as well. 


Mr. Knight: That was not my problem. 


Mr. Taylor: I appreciate that. But there may be some 
members of the Conservative team who will want to go to that. 


Mr. Chairman: Why do we not schedule it for Tuesday then 
and we will inform Mr. Arnott to keep that free? 


Interjection: What part of the day? 


Mr. Chairman: Tuesday morning. We could still hear from 
a delegation Tuesday afternoon. 


Mr. Mackenzie: THere are two things, just to put them on 
the table. I understand Mr. Kelleher will be in talking to the 
Premier (Mr. Peterson) tomorrow. 


Mr..Chairman: Today: 
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| Mr. Mackenzie: Today is it? It may not be possible, but 
I wonder whether there was any thought to having him speak briefly 
‘to this committee. 


Mr. Chairman: Apparently he is going to Haliburton for a 
private briefing. I had misunderstood that this morning. I presume 
this is because the Prime Minister promised there would be advance 
notice of any decisions. 

Mr. Mackenzie: I have a slightly uneasy feeling shortly 
before announcements are made at the meeting with Mr. Kelleher and 
‘the Premier. Also, I was away for a couple of days on the weekend, 
but I gather the appointment could be announced of a special 
adviser to the Premier. It makes me wonder at times just exactly 
what kind of a role this committee is going to be playing in any 
interim report or any recommendations we make. 
| 





Mr. Chairman: Are you suggesting then that I invite Mr. 
Be) lcher to-- 


| Mr. Mackenzie: I am just wondering whether the views of 
‘this committee are going to carry as much weight as those of 
leither Mr. Kelleher or a special adviser in meetings with the 
|Premier. 


| Mr. Taylor: \] sam ‘sure yPremier-Peterson «iswwaiting with 
|bated breath for the report of this committee. 





Mr. McFadden: The problem we have right now, and I do 
mot know what we are going to do with it, is that we have an 
|interim report that we are talking about coming up with, and then 
the final report next June or July. The.question we are going to 
have to look at next week is, what exactly are we going to talk 
about in an interim report. That is number one. 


Second,. as. you will recall, we talked a couple of months ago 
about the deadline we were working under. My worry at this stage 
|of the game is that the ground is moving so quickly that October 
10 could be slightly premature in the sense that, if a major 
announcement is made by the federal government in the next day or 
two, next week.or whenever it is going to be made, we are probably 
going to want to come to grips to some extent with the terms of 
teference and so on and take some advice ourselves about Ontario's 
Situation in respect of that whole proposal for negotiations. 











My worry would be that to get stuck with an October 10 
deadline, given what is happening right now, could mean either our 
Teport would be meaningless very rapidly or we could be totally 
Out to lunch in what we do. We could be in error, irrelevant, or 
whatever else might happen. 


I wonder whether it would not be advisable in view of the 
time horizon we seem to be working under--and as I understand it, 
witnesses are wanting to come here and everything else--to seek 
guidance from our respective House leaders and perhaps from the 
Premier, to see whether we could not delay the actual filing of 
the report with the Legislature even a week or two so that we can 
take the latest new developments into account. I suppose there 
Could be a major new development every week, but it seems to me 
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that whatever announcement might come out. of Ottawa, if it is in 
favour of an opening with the United States, is such a huge, major 
and significant development that we as a committee should consider 
its impact to some extent. 


I question whether October 10 is realistic at all, unless 
all we are going to do is come up with a one-page report to say we 
want to go on, it is very confusing and it needs a lot of study. 
If that is all we are going to say, then we could write it today. 
But if we are going to do anything more substantive than that, it 
seems to me October 10 is unrealistic. 


Mr. Mackenzie: My only difficulty with that is that it 
almost presupposes that whatever federal position is taken is it, 
and we can only react to it. I am not sure that is the case. 


Mr. McFadden: My point is that even if we do not accept 
the Ottawa suggestions, I doubt whether we are going to have much 
that is intelligent to-say within a very few days of that. It 
seems to me that if we are going to make anything in the way of a 
cogent report and provide the Legislature with any useful advice, © 
we would need a little more time than we seem to have, given the 
October 10 deadline. 


Mr. Chairman: I wonder whether this discussion is a few 
hours premature. The thought had crossed my mind at one stage 
earlier--and Mr. Arnott says it is in order and not improper--to 
suggest that we get permission to go over the 90 days. But perhaps 
we will know later today whether we are dealing with a whole new 
ball game. 


Mr. Taylor: ‘I "am inclined «to agree with Mrs /Mackenzie 
about the independence of mind and thought of this committee in 
response to the mandate that was given us by the Legislature. 
Sure, it is significant if the Prime Minister of Canada indicates 
a willingness to talk. I do not know that it changes so much the 
thinking of the committee about what it has heard so far and the 
response to what it has heard. 
fi If we get into much more discussion about the timing of the 
report and whether or not we have substance to report, I think we 
are then going to be getting into the substance of the report. 
That should probably be confined to our in camera sessions rather 
than be proceeded with at this time. I gather the committee is 
still being reported. 


Mr. Chairman: Yes, we are. Do you wish us to cease using 
Hansard? 


Mr. Taylor: No, }).do,not think’ so.) am gustesaying senate 
what we are doing now perhaps is getting involved in the substance 
of what the committee might be suggesting should be contained in 
its report. 


Mr. Chairman: Is it understood we will have a closed 
session next Tuesday morning? If anyone wishes to raise this in 
view of other events, we can do so later this week. 


The conmmPt tee tpecessed’ at vi2e725 p.m. 
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ONTARIO TRADE REVIEW 
(continued) 


Mr. Chairman: Perhaps we could get started. I apologize 
to committee members and guests for my tardiness in arriving. 


Mr. Brandt: We will have to take it from your pay. 
Mr. Taylor: This is the first time you have been late. 


Mr. Chairman: That is right. It is the first time since 
the beginning of July and I am sure no other committee member can 
say that. 


Mr. Taylor: The smallest speck is seen on snow. 
ONTARIO PROVINCIAL COUNCIL OF LABOUR 


| Mr. Chairman: I-welcome the members of the Ontario 

| Provincial Council of Labour, Ed Herechuk and Reg Conrad. I 
-apologize to you, gentlemen, for the late start. I see you have a 
| presentation and I welcome you to take over. 


. Mr. Herechuk: At the outset, I would like to state that 
if at all possible, we would like to be out of here by 3 p.m. 


Mr. Chairman: Or shortly afterwards, please. 


Mr. Herechuk: I will get on with the presentation and 
then we will have questions, if that is fine with the committee. 


The Ontario Provincial Council of Labour is pleased to have 
| this opportunity to appear before this special committee on 
Canada's international relations and to present some of our 

| thoughts on the subject of bilateral trade with the United States. 
I would like to stress at the outset that this is a very complex 
issue requiring much study and that our presentation today 
'Tepresents only the Ontario council's initial views in this regard. 


Canada is a trading nation. Nearly 30 per cent of our gross 
| mational product is constituted by exports. Among the seven most 
| industrialized nations, only West Germany's economy is: more 

| dependent on trade. Three million Canadians are emp joyed in 
feexport - related industries. 


| It is vital to our national interests that Canada develop 

hew ways of enhancing its position as a first-rate trading nation. 
| This will be particularly important to the employment of Canadians 
/-and to improving the standard of living of all our citizens. 
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The Canada-United States trade relationship, by its very 
dimension in our total trading effort, requires special attention 
and concern. Eighty per cent of Canadian goods now go to the US, 
while US goods constitute 70 per cent of total imports into 
Canada. Our bilateral trade is fast approaching $150 billion per 
year, about one fifth of our gross national product. Moreoever, 
the percentage of Canada's total trade to the United States is 
increasing. Over the last five years, exports to the United States 
increased nine per cent, and imports of US goods to Canada 
increased 5.3 per cent. 


Canadian and American wage levels and consumer spending 
abilities are similar, minimizing many problems to trade that 
exist with some other nations. The United States is, and will 
continue to be, our most important trading partner. 


The question of how to secure enhanced access to the US 
market has long confronted Canadian policymakers. Recent 
protectionist measures taken by the US Congress and at the state 
level, coupled with the absence of any guarantee of consistent, 
long-term economic growth on the part of the American economy and 
the slow recovery of the Canadian economy, have renewed the need 
to examine our trading relationship with the United States. 


The Ontario Provincial Council of Labour would like to take 
this opportunity to raise areas of concern associated with free 
trade between Canada and the United States. We are more inclined 
to support the idea of enhanced or fair trade than that of free 
trade. We stress that the issue must be approached with an 
examination of its effects on the Canadian economy as a whole, 
with reference to each sector of the economy in terms of jobs and 
existing enterprises. In addition, we are concerned about the 
impact of free trade on the balance between our primary and 
secondary industries, as well as the competitive stances of 
Canadian agriculture, resource, manufacturing and other industries. 


We must examine the impact of enhanced trade with the United 
States on costs, employment, industrial structure and location of 
consumer markets. Consideration must be given to the effect of any 
freer trade arrangements on Canadian investment in research and 
development technology and on national and multinational 
corporations. 


Proponents of a comprehensive free trade arrangement with 
the United States argue that the principal benefits for Canada 
centre on the economic advantages to be derived from producing a 
larger market made reasonably secure by trade barriers. This 
market access could generate substantial productivity and 
efficiency gains in the production of goods exhibiting significant 
economies of scale and specialization. They argue that such an 
arrangement could secure our present large volume of trade with 
the United States by the formalization of treatment of each 
country's tariff and) nontarit® barriers. 


Would there be economic gains and, if so, would they be as 
great as the estimates that are cited by free trade proponents? We 
must be satisfied that it is possible for Canadian secondary 
industry to achieve the improved efficiency and productivity 
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levels envisioned by free trade proponents in the light of 
comparative advantage already attained by many American-based 
secondary industries. 


Employment creation must be a prime concern when considering 
a balanced Canadian economy, international trade or less 
restricted trade arrangements. Unfortunately, in the past, 
Canada's solution to the trade balance has been to export natural 
/Tesources and resource-based, semi-finished products, not 
manufactured end products. Canadian trade to the US consists 
predominantly of raw resource goods, with a limited degree of 
processing such as natural gas, electricity, minerals and crude 
petroleum, whereas leading American exports to Canada consist of 
such highly processed manufactured end products as motor vehicles, 
/vehicle parts, automobiles and computers. 


Canada had a great trade deficit in manufactured end 
products through the 1970s and 1980s ranging from $3.1 billion in 
1970 to $17.8 billion in 1980. A freer trade arrangement with the 
US could increase this pattern of trade in favour of raw 
resources, as compared to Canadian manufactured goods, unless 
actions are taken to ensure a better balanced economy and a 
greater opportunity for job-producing secondary industry. 


This statement is underscored by the fact that Canada and 
the United States have.been moving gradually towards freer trade 
during the 1980s, but no shift in Canada's pattern of trade is yet 
apparent. By 1987, 80 per cent of Canadian goods entering the 
United States and 65 per cent of American goods exported to Canada 

will enter duty-free. 


Furthermore, even in those sectors where tariffs exist, some 
|United States firms can still successfully compete in Canada. 
Freer bilateral trade, therefore, is more likely to eliminate the 
competitive position of the smaller-based Canadian firms. 


Under a comprehensive bilateral free trade arrangement 
characterized by increased competition, a possible scenario for 
Canada is the gradual replacement of Canadian manufactured 
production by the United States sector, leaving Canadians as 
|simply hewers of wood and drawers of water. This not only implies 
a loss of employment but would also severely limit our capability 
to foster the indigenous research and development technology 
|} necessary for Canada's long-term success as an industrial society. 


Whenever we increase exports of our resources, our balance 
of payments and the level of the Canadian dollar are improved, but 
we automatically make our secondary industries less competitive. 
The international trade position of-our. secondary industries 
should be examined, assuming we had no primary commodities to 
export: 


The disadvantage to secondary industry created by increases 
in the balance of payments and the level of the Canadian dollar 
from primary industry exports may require tax or a similar type of 
Subsidy from primary industry to support an expanded secondary 
industrial capability in Canada. 
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Before we consider an enhanced trade arrangement with the 
United States, we should consider directing a proportion of the 
economic gains obtained by primary industry exports to our 
secondary sector to ensure its development and viability so that 
we are able to create jobs within the Canadian industrial sector. 


Any move towards freer trade must, therefore, promote jobs 
through our industrial, manufacturing capability, not perpetuate 
or increase our reliance on primary resource products. 


Yet another concern of the effect of free trade centres on 
foreign investment in Canada; 48 per cent of Canadian 
manufacturing is foreign-controlled, of which 80 per cent is 
US-controlled. 


Many of these firms were initially established in Canada to 
leap over the tariff wall and obtain access to the Canadian 
market. Consequently, they may have little interest in exporting 
abroad and would certainly find it difficult to compete with their 
parent companies in the United States for international trade. 


A free trade arrangement with the United States could 
encourage a greater inflow of American capital, but might also 
cause the dismantling of Canadian branch plants and result in the 
Canadian market being served either from the United States or 
relocated offshore production. This could mean a significant 
decline in our manufacturing sector, as well as a loss of jobs for 
Canadians. 


In determining what is fair to Canada, the transportation 
cost of produced goods needs to be considered. Given that under a 
free trade arrangement 90 per cent of the market would exist in 
the United States and 10 per cent in Canada, the cost of 
transporting Canadian goods to the United States would encourage 
firms to locate in the United States and ship 10 per cent of their 
goods to Canada. As well, incentives for future foreign investment 
would more likely lead to the United States than to the Canadian 
market. 


We should examine whether there would be a loss of economic, 
political and cultural sovereignty for Canada as a result of 
closer economic integration with the United States. In negotiating 
nontariff barriers, the United States may require Canada to give 
up important industrial policy tools, such as federal subsidies to 
stimulate regional development and tax policies which favour 
Canadianization, in return for exemptions from US protectionist 
legislation. } 
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In short, the price of admission to the American market 
could be the economic policies needed to put Canadian industry in 
a position to compete there and could reduce Canada's control over 
some future economic, cultural-and poltical developments. 


Finally, when discussing the issue of free trade, we should 
recognize that even with the Canadian market free trade does not 
exist in the light of some provincial trade barriers. Provinces 
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may be asked to surrender some policies such as provincial 
protectionism, provincial marketing boards, procurement programs 
favouring made-in-the-province products and provincial. import 
restrictions in order for Canada to obtain a free trade 





| arrangement. For the federal government to obtain such a 


negotiating mandate from each of the provincial governments may 
simply be wishful thinking. 


The Ontario Provincial Council of Labour stresses the need 
to approach the issue of freer trade with the United States 


carefully in the light of the concerns which we have expressed. 


This issue should be extensively examined with reference to its 


possible impact on each sector of the economy and in full 


consultation with labour and business. It should be examined to 


ascertain whether we would be competitive if our dollar was on an 
equal value to the US dollar. We should start by seeing how we can 
build a competitive secondary industry balanced with any primary 
resources we choose to export with consideration for the 
difference in job creating potential between our primary and 


secondary exporting sectors and in terms of the impact on our 


balance of payments, dollar level and competitiveness. 


This would enable us to be more competitive with any trading 
nation in the world and have productive industries that employ 


people. 


Just to summarize very quickly what we went through in the 


executive summary: 


It is vital for our national interests that Canada develop 


new ways of enhancing our position as a first-rate trading nation. 
This will be particularly important to the employment of Canadians 
and to improving the standard of living of our citizens. 


Canadian and American wage levels and consumer spending 


abilities are similar, minimizing many problems of the trade that 
exists with other nations. 


We are more inclined to support the idea of enhanced or fair 
trade than that of free trade. We must examine the effects on the 


Canadian economy as a whole, with specific reference to each 


sector of the economy in terms of jobs and existing enterprises. 


Consideration must be given to the effect of any freer trade 
arrangements on Canadian investment in research and development 
technology and on national and multinational corporations. 


Employment creation must be a prime concern when considering 
a balanced Canadian-economy, international trade or less 
restrictive trade arrangements. In the past, Canada's solution to 
the trade balance has been to export natural resources and 
resource-based, semi-finished products, not manufactured end goods. 


' Canada has a trade deficit in the manufacturing end. A freer 
trade arrangement with the United States could increase this 
pattern to favour raw resources as compared to Canadian 
manufactured goods. 
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Whenever we increase exports of raw resources, our balance 
of payments and the level of the Canadian dollar are improved but 
we automatically make our secondary industries less competitive. 


Before we consider an enhanced trade arrangement with the 
United States, we must consider directing a proportion of the 
economic gains obtained by primary resource exports to our 
secondary sector to ensure its development and viability so that 
we may be able to create jobs. 


Under a free trade arrangement, 90 per cent of the market 
would exist in the United States and 10 per cent in Canada. The 
cost of transporting Canadian goods to the United States would 
encourage firms to relocate in the US and ship 10 per cent of 
their goods to Canada. 


We should examine whether there would be a loss of economic, 
political and cultural sovereignty for Canada as a result of 
closer economic integration with the US. In negotiating nontariff 
barriers, the United States may require Canada to give up 
important industrial policy tools, such as federal subsidies to 
stimulate regional development and tax policies which favour 
Canadianization. 


The issue of freer trade should be examined to ascertain 
whether we should be competitive if our dollar was of equal value 
to that of the United States. We should start by seeing how we can 
build a competitive secondary industry balanced with any primary 
resources we choose to export. At the same time there should be 
consideration for the difference in job-creating potential between 
our primary and secondary exporting sectors in regard to the 
impact of our balance of payments dollar level and 
competitiveness. This would enable us to be more competitive with 
any trading nation in the world in products, industries and 
employment of people. | 


Mr. Morin-Strom: Mr. Herechuk, could you give us some 
background as to your provincial council of labour? I would like 
to know how many members there are, what areas of the province you 
are in, the labour organizations that are part of your council. 


Mr. Herechuk: We are the provincial arm of the Canadian 
Federation of Labour, which is the organization that broke away 
and formed a new organization three and a half years ago. 


We are principally in the building trades, although there 
are a couple of new affiliates that are not within that group--the 
radio operators and the paramedic association in Manitoba. 
Approximately 30 to 40 per cent of our people are in the 
industrial sector, the rest in the construction sector. The 
council itself was just formed last November at a founding 
convention. We are a new labour body. We have an ar Liltactlomein 
Ontario of about 30,000 at this time and we are still growing. 

That total has come about in only the first year. = 


Mr. Morin-Strom: The largest portion is in the building 
trades “in “Ontario. + - 
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Mr. Herechuk: Yes, it is. 


Mr. Morin-Strom: I just thought we should have a little 
bit of background for the record. 


From your executive summary and the whole thing, you say you 
are inclined to support the idea of enhanced or fair trade rather 
than free trade. However it is extremely nebulous as to what 
enhanced or fair trade means. What do you mean by enhanced or fair 
trade? 


Mr. Herechuk: It is obvious that the United States is 
our major trading partner and that we are moving towards a freer 
movement and a larger portion of our trade across the borders. We 


feel we should be looking at the resulting effect on individual 
|industries--if need be on a sector basis, on a plant-by-plant 


basis. When I say 'we,'’ I mean government, business and labour 


| together. We should be looking to see if there are ways in which 


~@ur natural resources. We seem to do a very goo 


we could give ourselves a larger market in the United States in an 
enhanced method of trade, without losing our protectionism and our 
individualism as a country. 


We do not feel full free trade would maintain us as a 
country as much as enhanced trade would; we feel we would lose 
some cultural effects and the like. Enhanced trade could be just 
freer movement between the two countries, while still maintaining 
nontariff and tariff barriers. These are going to be necessary in 
certain areas. We just do not feel an open area is sufficient. 


Mr. Morin-Strom: How important do you think provisions 
such as Canadian content--which is a key to the auto pact--are to 


|} our industrial sector? What are your views on import replacement 


and a move toward self-sufficiency in those kinds of consumer 
products, electronic products, where right now we are at a 


competitive disadvantage in regard to the finished product? Do you 


see import replacement and Canadian content as important 
components of a trade strategy, or economic strategy for Canada? 


Mr. Herechuk: We see a problem if it is not. 


Mr. Morin-Strom: So you see that as part of what you 


/would call fair trade--trying to get our fair share of jobs in any 


particular sector? 


Mr. Herechuk: Oh, I certainly do. If we are going to 
look into more comprehensive trade arrangements, we have to look 
at a way of using our industrial sectors and our finished product 
sectors as a way of trade as opposed to simply Secs Tid otal l 
job of exporting 
those. But when it comes to other areas such as textiles, autos, 
and steel, we have to look at ways of protecting those industries 
to a certain point. We must make sure we do not simply just give 
up those industries for the purpose of getting a cheaper product. 


2:40 p.m. 


Mrs. Taylor:*Mr.°Herechuk, I want to congratulate you on 
your brief. I sense it indicates an open mind with respect to the 
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posture of your organization, being mindful of the fact we have to 
trade. That is pretty vital. Of course, you warn us of all the 
pitfalls that the committee has been struggling with. 


Interjection; Name the pitfalis. 


Mr. Taylor: There are a lot of areas that are sensitive 
and there are sectors that might be in jeopardy. It is not a 
cut-and-dried or simple issue, and I think you have indicated that 
very well. 


I wonder whether you had any studies or any hard information 
that would indicate one way or the other directionally which way 
we should proceed. 


Mr. Herechuk: Actually, the majority of our studies and 
information comes from our national body at this time, as we have 
been in existence for less than a year. We are trying to approach 
it from the position of not being experts in the area. We are 
trying to approach it with, as you say, an open mind. We say: "We 
do not have all the answers. We do not have all the studies." We 
want to bring to everybody's attention what we feel could be 
problem areas, and we wish to address them. We would like to 
participate in the future in finding out what those things will be. 


We do not have all the answers right now, no. 1 wish I did. 
Much of what I have for you is here. I wish I had an answer. It 
would be easy if I did. 


Mr. Taylor: The reason I ask is that we find ourselves 
in the position of having to guess as well. I do not think anyone 
is going to have all the answers, but it is important to guess in 
a directionally correct way. Of course, you can form your 
judgements only on the evidence you hear and on your 
predispositions with respect to the potential enhancement of trade 
Opportunities, which are vital to the country and the province. 


Do you have any concerns about an opening of discussions as 
opposed to negotiating a bilateral agreement with the United 
States? Do you sense that it would be a constructive start at 
least to sit down and discuss the issue in a comprehensive way? 


Mr. Herechuk: I obviously have concerns. The concern I 
have is not that we would have discussions. I am more concerned 
that we would have discussions without having done our homework 
first, without having made sure that we address every part of the 
sector we see as possible with the relationship, looking to 
enhance secondary industry as opposed simply to giving the United 
States our natural gas, as an example, at a lower rate. 


Our concern would be to make sure that we look into all 
areas first. If we are going to start discussions, let us make 
Sure that the discussions include all areas, not only enhancing a 
cheaper product to us but also whether we would be competitive if 
our dollar were an equal-value instead of a 70-cent dollar. What 
would that mean to us? 


I think the discussions are going to take place whether we 
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like it or not, so rather than be concerned about whether the 
discussions take place, we would be more concerned about making 
Sure the content of the discussions is correct. 


Mr. Taylor: I sense from what you say that you would 
like to put everything on the table so it can be examined in the 
light of what might be beneficial and what might be detrimental to 
the country. 

Mr. Herechuk: Yes. Let us find out. 


Mr. Taylor: You talked about specifics in the 


manufacturing sector and the traditional reliance in our country 


on raw materials. That causes me some concern, because at one time 
Canada was in a better position to supply other countries with raw 
materials, but there are a lot of countries in the world now that 

have what we have and we are meeting competition in those areas. 


|Mining is probably a good example. 


In your brief you mentioned--this is the other side of that 


/coin--the importance of manufacturing and of developing a healthy 


manufacturing or industrial sector. I think everyone must agree 
with that. Although you did not say it, I sense you may think we 
should also be developing some kind of industrial policy or 
strategy in regard to our industrial sector. Would it be fair to 


‘infer that from your brief? 


Mr. Herechuk: I think that would definitely be a fair 


inference. Mr. Conrad would like to add something to that. 


Mr. Conrad: You mentioned the manufacturing industry and 


|that is one area I am involved with. My union local is an 


industrial local. Over the years we have seen our local go down in 


-membership because of reduced manufacturing. One also hears quite 


a number of reports about the textile industry and others that are 
not able to compete with Japanese or American industries. 


We are concerned about the possibility that freer trade with 
the United States may make our position even worse than it is now, 
that we will not be able to compete with the United States in a 


free trade market. As mentioned in the brief, that is a giant 


market compared to ours and it would seem logical for many 


| American-based companies to relocate in the United States and 


serve their markets from that area. We do not have answers, but we 


have a lot of concerns. 


Mr. Taylor: We are getting two sides on that. This 
morning we heard from the wall covering industry, which apparently 
has state-of-the-art manufacturing equipment that enables it to 
compete with the United States, not only very well but also in a 
Superior way. I guess in a world sense they have world 
State-of-the-art facilities. 


We heard from Petrosar, which is anxious to have more 
liberalized trade because with its technology and its products, it 
is anxious to expand and compete anywhere. They are not the least 
bit timid. We heard from Stelco about the steel industry. They 
have modern facilities and feel they can compete with anyone. 


E-10 


In my own area--not in my riding--we have a boxboard 
industry that says, "If there is free trade, we are going to be 
out of business tomorrow.’ What is the job picture in Napanee? 
Tnere are, of course, two sides to everything. 


You mentioned a figure in your brief, that the trade deficit 
in manufactured end products throughout the 1970s ranged from $3.1 
billion in 1970 to $17.8 billion in 1980.-Ilewas wondering how that 
compares in terms of a dollar adjusted for inflation, and as well 
a dollar, or a percentage or a deficit related to population. I am 
trying to sense whether the picture is getting extremely bad or 
eee it is not all that bad. Do you have anything further on 
that? 


Mr. Herechuk: Even if you took the 1980 dollar as being 
worth 25 cents in terms of the 1970 dollar, one quarter of the 
value, if you multiplied that by four you would still find that we 
have a growing deficit. I think that would be a very liberal-- 


Ze DOR pel. 


Mr. Taylor: an constant dollar terms. On a °per capita 
basis, is that worse? 


Mr. Herechuk: You mean a-- 


Mr. Taylor: If we look at our population, of course more 
population demands more goods so your total dollar figure is going 
to increase presumably, even if people do not increase their 
desire for manufactured imports in the United States. I am just 
wondering if you had done anything to indicate the importance of 
that figure. 


Mr. Herechuk: I could not give you exact figures. I 
could certainly have them for you in a short while if you wish. If 
you find the population increase between 1970 and 1980, we have 
gained probably about eight million people. If you wish to say 
that eight million would justify the larger trade deficit, I am 
not sure that makes sense, even on a reduced dollar basis. 


If the trade deficit is growing, it is growing not only 
because of the shrinking dollar but also because more goods are 
coming into this country on a yearly basis. 


We see industry, even without the so-called comprehensive 
free trade arrangement, going under one by one. We see automobile 
accessory industries being moved out of the country, textile 
industries slowly congealing down into smaller units and areas 
where plants are being closed because they simply cannot compete 
with other areas. 


_ We have some of the best technology in the world as far as 
steel goes, but that does not necessarily make us competitive with 
those giants in the states against which we have to compete. 


Our concerns are that we are sure what we are doing. Let us 
make sure our discussions are complete. 
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Mr. Taylor: I was thinking in terms of our current trade 
surplus overall with the United States. 


Mr. Herechuk: If I might answer that, you must recall 
that the majority of the current surplus is in natural resources. 
What happens when they go by the wayside? 


Mr. Taylor: 1 appreciate the breakdown of that and the 
fact that our invisibles do not necessarily show when you are 
talking about manufactured products either, dividends, interest 
going out and that kind of thing. 


I was trying to sense the significance of this increased 
figure as to whether this is a warning or an argument where we are 
getting worse instead of better in terms of the development of a 
strong manufacturing industry. I am trying to draw your conclusion 
from that figure. 


Mr. Herechuk: I would have to say it is not an argument 
(that we are getting worse. It is an argument that unless we open 
our eyes and do something about it, we will. Now is the time to 
start looking at all the areas. 


Mr. Taylor: Thanks very truch. 


Mr. Brandt: 1 would like to compliment the gentlemen on 
their brief as well. I found it balanced and thoughtful. I was 
impressed with your conclusion that we should discuss without 
|committing ourselves in advance and that your message is one of 
caution as opposed to walking headlong into some form of free 
trade without knowing the ramifications. I share that view with 
‘you and I think many members of the committee do as well. 


Of the 30,000 members you have, if I heard your figures 
correctly, 70 per cent were in the construction area in Ontario 
-and about 30 per cent in the industrial field. Is that fair? 


Mr. Herechuk: It varies with each of the affiliates. The 
International Brotherhood of Electrical Workers, as an example, 
has a larger number in the industrial sector than in construction. 
My union, the operating engineers’, has a larger area in 
construction than industrial. Between 30 and 40 per cent 
}industrial is a realistic figure. 


Mr. Brandt: What I was trying to get at was 
approximately how tnany jobs in the trade unions you represent 
would be directly involved in export activity. I presume more of 
them in the industrial sector would have interests relative to our 
trading relationship with the United States, but if there are 
areas in which construction workers, for example, are interested 
in the export question and our access to the American market, I 
wonder if you could identify some of those potential areas of 
concern. 


We are aware, as you pointed out in your brief, that a 
branch pliant in Ontario could well be rationalized out of 
existence simply by moving all its activities back to Pittsburgh, 
Cleveland, Detroit or wherever the home plant might be, 
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particularly in a branch plant relationship. In’some of the other 
jobs that are directly involved in the organizations you 
represent, could you identify some areas of concern other than 
those connected to branch plants? 


Mr. Herechuk: Many of our areas of concern on the 
construction side would not be a direct loss so much as an 
indirect loss. If you have a loss of construction because of the 
loss of industry, obviously you do not have construction jobs; if 
industry relocates, as an example, into the United States from 
Canada. That is a possibility. Maybe that plant was going to be 
built here. 


Suppose Toyota decided we were going to have free trade; 
they might build their plant in the United States and not bother 
with, Canada. “That” is a‘direct "loss*or~jobs, yet@rt vis, indtreces Vis 
has to do with,the same thing, but it is indirect..1,) amjnotpquite 
sure how to put it to you any other way. Construction jobs are 
directly related to industry. If industry does not proceed, 
construction job are going to be lost. 


Mr. Brandt: By and large, are the construction jobs you 
are talking about building only in Canada for Canadian or Ontario 
consumption or are there products out of that part of the 
industry, for example, prefabricated goods or others that may be 
manufactured here and then shipped to the United States, on the 
part O£ any OT vourPatiritatedMunions? 


Mr. Herechuk: Certainly. If you build a plant that is in 
the export business, obviously the jobs are going to be directly 
related to exports. If we are the construction personnel in a 
“hydro plant and hydro is exported to the United States, we are 
obviously a direct part of it and of the export. But by the same 
token, many of the areas we would be in would also be 
Canadian-related industries that would not necessarily be targeted 
for the American industry at this time. We would have both. 


Mr. Brandt: Moving along to the trade union movement for 
a moment, obviously there are industries that have already started 
some discussions on a form of freer or fairer trade, as some 
people describe it. Some of the governments have had discussions 
on this already. Would it not be appropriate for the trade union 
movement, through organizations such as yours, to begin the same 
kinds of discussions with the trade union movement in the United 
States, more particularly considering the fact that the trade 
union movement as a percentage of membership relative to the 
labour force is weaker in the United States than it is in Canada? 


Mr. Herechuk: Those discussions take place now. They . 
have taken place for years. There have always been concerns about - | 
movement of personnel and jobs and about trade unionism in the 
United States and in Canada. One of the major formats of the last 
AFL-CIO convention, of which we are part as international 
organizations, was being responsive to the new outlooks on what 
labour is going to have to do in the future to seek “a better 
standard of living for people, jobs and protecting the labour 
movement. So yes, we are already involved in that. I suppose we 
simply have not been in the forefront with government and 
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business, but in the labour movement those discussions are 
continuing and we are trying to be part of the discussions with 
business and governments as well. 


i p.m. 


Mr. Brandt: If the trade union movement on both sides of 
the border could reach agreement on employment, job-related issues 
and some of those areas of concern, it might simplify the problem 
for industry or government to include some of those thoughts in an 
overall package that might--and I underline the word "might'"'-- 
incorporate some of the safety nets, the caveats and the 
mechanisms that have been developed in the auto pact, as an 
example, where we have Canadian content and a measure of 
mecognition that there is a market to the south of us 10 times as 
large which could very well swallow us up completely if we did not 
build in some form of balance that would allow for the development 


et a Canadian section of an industry and an American section at 
the Same time. 


| Some industries talk about world product mandating, for 
example; that could be a way in which some of our industries could 
enhance their position. That has not been mentioned, and I have 
been on this committee only a short time. Our competitive position 
‘could be improved by taking one product of a series of products 
‘that might be available for export and specializing in that one 
‘product as opposed to trying. to be a world trader with our very 
small domestic market of 25 million and attempting to be 
‘competitive with huge markets such as the Japanese with their 125 
‘million, their tremendous export capacity and, 1 might add, their 
lower wage rates_and the fact that many of their social programs 
are far less sophisticated than ours. 


There may be ways in which the trade union movement could 
look at things such as world product mandating and try to build in 
some of those protective devices well in advance of the 
‘negotiations getting too far down the road. I personally would 
encourage that kind of discussion. I am pleased to hear they have 
gone on. But if I could perhaps offer a word of suggestion, I 
think they should be intensified. 


You have outlined in your brief the most important message 
this committee gets; that is, the status quo will not remain. The 
($150-billion trade deficit the United States is now experiencing 
mmas to be dealt with in a political sense by the people who are 
elected to protect their people in the US market. What we have to 
be very careful about is that we do not bunker down our mentality 
| in Canada and say, "We are simply going to hope that the status 
quo remains,'' whether that is good or bad 





My colleague Mr. Taylor mentioned that in some trade sectors 
| we have some advantages in that we are selling more to them than 
We are buying from them. But that will not continue ad infinitum 
unless we are very lucky. 


I am encouraged by what you are saying. I think it is 
|important that those discussions take place and that we get a 
flavour from you and your organization as to the kinds of specific 





E-14 


things_and specific industries you are concerned about. It is one 
thing for committees such as this or at the federal level to 
determine what the impact may be on an industry, but we have to 
look at the impact on the employees as well and recoynize there 
may be some losses and some gains in whatever we negotiate. We 
have to look at the very specific human problems that exist in 
certain communities. 


This morning we addressed the concerns we have about 
single-industry communities where there might only be a furniture 
manufacturing plant, for example. That is one of the areas that 
could be under real stress if we went into free trade. The textile 
industry and many others are highly vulnerable to any reduction of 
present tariffs and would be taken over by the much larger market. 
We have to look at the human problems in those communities. Your 
people can be very helpful in assisting us to understand that 
problem better. 


Mr. Herechuk: We are definitely prepared at any time to 
participate with you in any way we can to help you in those areas. 
As 1 said at the outset, this brief is simply meant to be the 
beginning; it is meant to be our initial outlook in this area. We 
do not propose to have all the answers in those areas, but we are 
willing to sit with you and with business and find the answers. 
That is what we feel this is all about. That is what the start of 
this committee is for. 


Mr. McFadden: We could talk for quite some time about 
some of the points you have made. I-will keep my questions brief 
on a couple of points, and maybe at a later date we will have a 
chance to talk in more detail. 


One question I have for you is related to the proposed tax 
or a Similar type of subsidy from a primary industry to support 
expanded secondary manufacturing. I take it what you are talking 
about is some sort of export tax, such as a royalty on minerals 
being mined or lumber being exported. Is that what you were 
thinking about in that regard? 


Mr. Herechuk: 1 do not propose to tell the government 
what taxes to put on what. We are trying to stress that if there 
is a freer trade arrangement and if there is an increase in our 
primary resource industries as a result, some of the increase, the 
profits or moneys they have received, must go back into the 
Canadian sector to create jobs. 


Primary industries create few jobs. We end up giving away 
Our resources and not getting jobs back. We are not keeping 
Canadians working. The last thing we want to see is Canadians 
having to go down to Georgia to find jobs in textile plants 
because there are none in Canada. We are not even involved in 
textiles; 1 am just using it as an easy example to work with. 


There must be some way of taxing or a royalty of some type | 
to get some of those, profits back into Canada to create jobs for 
citizens. 





Mr. McFadden: I do nat know whether you have a method 
whereby this would be done, but I take it the revenue from this 


SS —————— 
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‘form of tax would somehow be transferred to the secondary 
manufacturing sector. What were you looking for in that way? How 
would that be done? 


Mr. Herechuk: As an example, it would be for upgrading 
secondary industries where we have outdated plants. They could 
possibly be upgraded with a government subsidy as a result of a 
fund created by such a tax. It would give them money to buy modern 
equipment and become more productive so they would be able to 
compete on a higher productivity basis. 


| 
| 
| 
} 
| 
| 


| Productivity does not necessarily mean people are not being 
“productive. It may mean the plant itself is simply not capable of 
handling increased productivity. There could be ways and means of 
|upgrading plants and possibly of looking into specific new sectors 
-about which we could say: "Here is a product we can manufacture. 
‘'|Nobody else does. Let us put money into it and get people working." 


Let us put the money to work for Canada. If we are going to 
give away our natural resources, as we seem bent on doing, let us 
get some of that money back and make it work for our people--I do 
not mean just for organized labour; 1 mean for Canadians. 





Mr. McFadden: If there were a direct correlation, the 
potential difficulty it would create for any government would be 
the concern that people would have in the areas of this province 
or elsewhere that produce the raw materials--I am thinking of 
northern Ontario or British Columbia in the west--that a special 
-tax on their activities could make their goods somewhat more 
expensive internationally and they would find that money 
transferred to southern Ontario, for example, to help our 
secondary manufacturing industry. 








I do not know whether there is a total answer to what I am 
raising. I am just saying a perception problem would definitely 
develop tor people in the north if they thought that essentially 
this money would be used only for the benefit of the manufacturing 
sector in southern Ontario, which it probably would be. 


Mr. Herechuk: I wish I were wrong when I state that I do 
not think the resources industries are going to have to worry 
about us taking money out of them and putting it into 
manufacturing if we go into a free trade mode. Free trade will 

| definitely enhance our natural resources. We will have no problem 
getting rid of many of our natural resources through free trade. 
Lots of people would like them. 


Mr. McFadden: You are saying there would be such an 
increase with respect to the market for our resources in the 
United States as a result of free trade that it would more than 
offset any taxes or whatever that might be picked up. 


Mr. Herechuk: Sure; we feel an increase in profitability 
would be obtained through something such as that. There must be a - 
way to take some of that increase in profitability and put it 
wherever necessary, whether it be in Ontario, Alberta, British 
Columbia or the Yukon. It would be put wherever it is needed. 
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Mr. Brandt: Can I ask a supplementary question? 
Mr. Morin-Strom: I would like to ask one too. 


Mr. Brandt: On that point about the resources--am I out 
of order! 


Mr. Chairman: I had recognized the member for Sault Ste. 


Marie (Mr. Morin-Strom) first. 


Mr. Brandt: I will ask a supplementary after he has 
finished. 


SEO mp. me 


Mr. Morin-Strom: I would like to bring a little northern 
point of view. Northerners are very concerned about what happens 
to the resource industry. Some of the resource representatives we 
have had here, such as those from the forest products industry, 
indicated there may be some limitations as to how much expansion 
and capability there is in regard to the renewability of the 
forest resources in northern Ontario. 


One of the major concerns for northerners is how to better 
diversify our economy. People from northern Ontario are quite 
disturbed with the boom-and-bust cycle which results from complete 
dependence on resources. One suggestion is to take some of the 
revenues out of resources to diversify the northern economy. 
People would be particularly upset if all the funds came to 
southern Ontario from the resource sector in the north. 


The other thing is that encouraging diversification in the 
north or in a lot of the more isolated areas of Canada requires 
regional incentive programs which have been used and proposed for 
those kinds of areas. They are exactly what the Americans have 
been telling us would not be permitted under a free trade 
arrangement. Canada would not have the opportunity to direct 
investment for stimulus into specific areas. 


While there may be benefits of increased lumber or mineral 
sales, there is some question about how to balance the economy in 
northern Ontario and other areas. 


Mr. Herechuk: It is not an easy question, unfortunately, 
but it is a question that definitely has to be addressed. Getting 
rid of our natural resources will not be difficult; there are many 
people who would be quite happy to take them off our hands. The 
question is getting the money to work for Canadians in return 
rather than just giving away what we have to offer. 


Mr. Brandt: Where are these markets? What resources are 
you talking about? Almost every one of our resource markets is 
under intense competition from other markets in the world. As an 
example, if you look at the forestry-- 


Mr. Morin-Strom: It is almost all free trade now; there 
ES IveTY Litt i eau ye “Tt 
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MruaBrandtybut atvyou -hookwatethesforest.industry’, 


Brazil and North Carolina have come into that industry recently. 
Even if you consider resources of other parts of Canada under free 


trade, such as oil and gas, with the markets collapsing in that 


sector at the moment the prices are actually going down. 


Where do you feel there are resources--and if you know of 


them, please identify them--where you could add on to the existing 


price a bonus, royalty, tax or whatever one might refer to it as, 
that could be used and recycled to help manufacturing in whatever 


'tashion? 


You have said a couple of times--Mr. Taylor is going to stop 
you on the same point, I think--that people are anxious to take 


our resources from us. That is fair to a point; they are anxious 
to buy them when they need them, but virtually every one of our 


-tesources, to the best of my knowledge, is under extremely 


intensive price competition. Maybe you could elaborate on that. 


Mr. Herechuk: Part of what would concern us would be 


that if we went to freer trade, we would be able to let our 
tesources go out of this country at a lower price simply because 
of a larger market. 


One of the things that Alberta, for example, has said--and I 


will not specifically name names; I will just say Alberta--is, 
"Let us hurry and open the border so we can sell our natural gas 
down there for less than we are already selling it.' 
that a high-profit industry that simply wants to give away a 
-matural resource as quickly as possible and keep the profits in 


I consider 


the coffers of the heritage savings trust fund in Alberta. I find 
that type of thing very hard to deal with. 


I do not think any industrial nation is averse to buying 


|matural resources from another nation. Whether they get it at the 


price we want to give it to them or not is a different question. 


But if we are going to open up the border to the United States, I 


would think they are, generally speaking, going to get our 
resources at a lower price than they are required to pay now with 
the tariff barriers. 


If tariff barriers are not there, why would they not buy the 
resources from us? Why would they not want to come to us for 
Natural resources if we do not act in a careful and controlled 
way? Why should we just open up the border? I think it would mean 
just giving our natural resources away. I do not inean it in that 
context; Il just mean they would be easy to sell.” 


Mr. Brandt: What you are saying is they would be 
required to pay more for our natural resources. Assuming there was 
a world price on a particular product, following your theory, we 
could bonus that product to acquire a tax of some kind. I like the 
theory; I just do not know how you could make it work. Can you 
tell me now what resource we could bonus in such -a way as to 
acquire additional tax that could be used for government purposes 
Zoustimulatesotherskinds Of industrial activity? In other words, 
where have we underpriced our resources in the world market? 
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Mr. Herechuk: Underpricing them may not be the problem 
with the tariff barriers that are on. If you removed them, they 
may be underpriced at that time. 


I would again key on the area of natural gas. We have a very 
large quantity of gas. There is no doubt the Americans are ready 
to buy it as soon as we ate ‘ready "to’sell@it ‘to=them=tarirr Eree, 
shall we say. The Alberta Premier has already said they could sell 
it to the United States cheaper if we simply removed the barriers. 
If they can sell it to them cheaper, does not iny logic follow that 
they would sell more? If they sell more, they will increase their 
nrofitebility. They will increase production and some of that 
profit should be able to be scraped off to come back to Canadians. 


1 do not have the answer as to what tax or what royalties 
you should put on, but somewhere along the line we must be able to 
recover something. We cannot just give it away. 


Mr. Taylor: We may be a little confused. You are 
probably dealing more with a nontariff barrier because you are 
into export licences and the National Energy Board when you talk 
about exporting natural gas and oil, which again is a question of 
government policy. I would think you are more into the nontariff 
barrier area, which may not be the best example when we are 
talking about natural resources and minerals. 


Mr. Herechuk: I said it is no easy question. I do not 
sit here professing to have all the answers. 


Mr. Chairman: Mr. McFadden would like a supp Lementary as 
official spokesperson of the always-united Progressive 
Conservative Party. 


Mr. McFadden: No, this is a new question. 


You mentioned it would be wishful thinking to suppose the 
federal government could obtain a negotiating inandate for mutual 
free trade between provinces. Also, you talked earlier about the 
barriers between provinces. Is your federation in favour of free 
trade between provinces? Some witnesses here have said this is one 
of the desirable goals in Canada. In addition to potentially 
targeting freer or enhanced trade with the United States or 
elsewhere, it would be beneficial for us to have free trade from 
coast to coast in this country, which we do not now have. 


Are you in favour of free trade nationally? I am curious to 
know exactly what you meant by that. I was not sure you were 
endorsing free trade from coast to coast or whether you were just 
pointing out that the federal government might never be able to 
get consensus on-that. 


SOUL p.m. 


Mr. Herechuk: We are not sure whether a consensus could 
be reached in that area. We have always had that fight over the 
years, without having to worry about freer trade with the United 
States, over whether products should move across this country 
without harriers. 
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I would have to say to you we would be in favour of a more 

unified Canada, which would mean freer trade across this country. 
If we cannot have that, if we cannot get our own house in order, 

we would have to wonder at looking elsewhere. 


Mr. McFadden: Then would you be in favour of, in your 
words, “getting our house in order," and actually removing 


barriers between one province and another? 
Mr. Herechuk: Yes. 


Mr. Chairman: Thank you very much for a well-presented 
submission. 1 am sure we will be considering it carefully. 


Mr. Herechuk: I have more copies and executive summaries 
if anybody wishes them, if you want me to leave them behind for 
you. 


Mr. Chairman: Perhaps you could leave them with Mr. 
“Arnott. We certainly might be able to make use of them. 


Members of the committee, as you know, we will not be 
sitting tomorrow. I think you have an itinerary in front of you 
now with regard to Kitchener. The plane tickets will be available 
from Mr. Arnott on the bus. If you are not going to Kitchener, you 
would pick them up at the airport, I guess. | 


Clerk of the Committee: I will have them delivered to 
‘members’ offices tomorrow. 


Mr. Chairman: Fine. Also, 1 understand next Tuesday morning 
is not convenient to the Conservative caucus, so we will change tha 
-t to Tuesday afternoon. Presumably, we will not be sitting Tuesday m 
orning. 


Mr. Morin-Strom: Where will we be next week? 


Mr. Chairman: We will be sitting here with the regular 
hearings on Monday. We will have Tuesday morning off; Tuesday 
afternoon we will be in camera. Please do not come thinking you 
have to say aye or nay or whatever. It will be just a generalized 
| bull session of areas we want to cover. We will be sitting here 
hearing witnesses Monday, Wednesday and Thursday and we will have 
an in camera session Tuesday afternoon. 


Mr. Morin-Strom: The week after is the last one before 
the House resumes. Are we off that week or are we meeting then, 
BOO? What is our deadline? ; 


Mooeciarrmani. bo believe Lt as .0ctober 10. 


Mr. Morin-Strom: What are we doing that week? 





| Mr. Chairman: We discussed this morning the possibility 
| of trying to extend sittings for another week, but we have not 
come to any conclusions. The reason for that would be that it may 
be events will inove very quickly in the next few days and we may 
mot want to move too quickly in reaction to them. However, we 
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decided not to make any decisions on that score unless and until 
such events occur. 


Mr. Traticante: If I could make a brief suggestion, you 
may want to schedule that week, October 7 to 10, as probable days 
for the committee to get together to discuss the content of its 
interim report. 





Mr. Chairman: We would have many in camera discussions, 
in other words, on each issue. 


Mr. Morin-Strom: We have to be back here anyway. 
Mr. Chairman: We have not made a final decision. 


Interjection. 

Mr. Chairman: I understand your concern because we have 
worked hard, but the Legislature asked us to be back by October 
LO at probably did not consider the fact that October 15 would 
have been easier. If we are going to extend it, we should have a 
good reason. 


Mr. McFadden: I am not sure of the procedure on this 
point. When we are given instructions from the Legislature, what 
mechanism is there for.getting an extension? Do we have to go to 
the House or the respective parties? Could our House leaders make 
agreements? What exactly is the process? 


Mr. Mackenzie: If we want to meet on October 7, 8 or 9, 
or any one of those days, to go over the draft, do we have that 
permission or do we have to get permission? 


Interjection: We have permission. 


Mr. Chairman: Presumably, we would be putting it 
together-- 


Mr. Mackenzie: We are supposed to have it by October 10, 
so we would not want to go past that unless we specifically went 
after an extension. 


Mr. Taylor: As I understand it, the House is not going 
in again until October 15 and this committee reports to the House. 


Presumably, we would be tabling © a report with the Speaker or with 
the Clerk of the House. 


Clerk of the Committee: There is a mechanism to table 
the report with the Clerk in advance of the House returning. 


Me. Tavion:: That ds withthe Ulerkwote the House. [t aie 
not really going to accomplish very much until it is tabled in the 
House. 1 think there is some potential for flexibility between - 
October, 10, and=O0ctoberolys 


Mr. Chairman: What is the answer to the question about 
the mechanism? 
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Mr. Mackenzie: I would not mind three or four solid days 


in my riding. 


Mr. Brandt: Could we not refer the matter to our 
respective House leaders and see whether they can work it out. 
They are the ones who set the agenda. 


Mr. Chairman: Do you think we should formally request it 
up to the Speaker? 


Clerk of the Committee: It would be the first report 
froin the committee. 


Mr. Chairman: I guess the informal mechanisin is to work 
through our own House leaders, but the formal one would be to 
request the Speaker-- 

Clerk of the Committee: To report to the House that the 
committee required more time. That would be the committee's first 
report. : 

Mr. Chairman: Would the Speaker make a decision? 


Clerk of the Committee: The House would. 


Mr. Chairman: The House is not sitting. We are just 
talking about a week. I do not think it is a problem if the House 


leaders agree, that is, if we have a problem. 


The committee adjourned at 3:27 p.m. 
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WEDNESDAY, SEPTEMBER 25TH, 1985. 


Kitchener, Ontario. 
--- Upon commencing at 10:00 a.m. 

THE CHAIRMAN: Can we get started now. 

Welcome to Kitchener. Hope you had a good trip. 
Mr. Taylor? 

MR. TAYLOR: Yes, just delightful. 

THE CHAIRMAN: We have this morning with us 
Dr. Toivo Miljan, Professor of Political Science from the Wilfrid 
Laurier University, and Director of the Centre of Foreign Policy 
and Federalism, University of Waterloo and WLU, who will be 
talking to us sthnis peaagt With him is Mr. DD. Keith Heintzman;, 

a research associate at the Centre of Foreign Policy and 
Federalism of the University of Waterloo and WLU. 

Gentlemen, I understand you have some opening comment 
and you also have some slides you wish to show us and some informs 
ation that may be somewhat surprising to us, I understand? 

PROFESSOR MILJAN: I hope so. Thank you very much, 
David. 

Gentlemen, we are going to divide our presentation 
into three parts. The first one will consist of a number of 
general points relating to trade protectionism and negotiations 
with the United States. Some of these points you have heard 


several times, but we wish to reinforce them. 


Then we will move into a more detailed analysis 
of trade diversification in Ontario and among the different 
provinces in Canada as well as Canada as a whole. Then finally 
we will end up with what we like to think of as the piece de 
resistance, and we will discuss the international corporate 
markets from both the Ontario and the American points of view. 

I will begin with a number of general points and 
bear with me, I have not sat through all your meetings, but I 
have read a number of your reports. So that some of these 
things I am sure you are familiar with. 

I would like to begin by giving a very brief over- 
view of the contracting spiral of world trade. This is one thing 
that I'm sure you all recall took place between January, 1929 and 
Apri 1955. 

During that time, world trade contracted from three 
bijidlion dollars-downstoisessmthanthnaliial billion dollars." itiwas 
an incredible drop, an incredible contraction of world trade. 

This took place primarily as a result of blockages 
to trade. The main ingredient was the Smoot Hawley Act of 1931, 
which increased the American tariff barriers up to an average of 
41.5 per cent ad valorem, an incredible signal for everybody to 
draw in or to draw up their wagons in a circle. From that point 
on, 1931, January, you can see the drop was precipitous, there 


was no stopping it. 


From that point also, we should recall the American 
president, whoever he is, has consistently been supporting free 
trade and has consistency fought against particular and special 
interests in the United States, which have attempted to restrict 
imports into the United States. All American ee eee have 
consistently fought for yviree, trade, fromskDR,~and.in Lack from 
Hoover on. Hoover,however, lost out in 1931. 

Subsequently, American presidents have done rather 
well against their Congressional pressures for restricting trade. 
Nevertheless, Johnson had to give in, over a decade ago, and 
shortly thereafter, some five years later, President Nixon also had 
to give in. 

What I'm saying is that even though the American 
administration for over fifty years has been fighting for increasimy 
or freeing of trade and preventing protectionism, they have not 
always won in every instance. 

This, of course, means that it is possible that the 


president right now will also lose to the pressure in Congress and 





may have to pull some restrictive measures in order to reduce the 
protectionist pressures on him and on Congress. A little more of 
that in a moment. 

Another point -- and again I am repeating that which 
you, haver heard.from @he-Ontarioulreasuny ..5,..Ontarioy Crade consists- 
of about eighty-five per cent on average per year of commodity 


merchandise and of about fifteen per cent of trade in services. 





Services —- again of course to reiterate things you have heard 
several times and know well .... includes the whole range of 
business services, including advertising, engineering, accounting, 
financial, travel, et cetera, et cetera, the whole area of what 
is often called invisible. 

This of course means that the main concern of 
Ontario in any matters relating to trade is and should be very 
properly that relating to merchandising, merchandise trade and 
that is what we will be addressing at great length in the third 
part of our presentation this morning. 

The third point, again as has been pointed out by 
virtually academic appearing before you, the American market is 
nine times the size of the Canadian market. The main need is not 
for the Americans to have access to the Ontario market, but for 
Ontario specifically to have access to the American market. 

Onewshou _dealso.wpoint.cuceinethis connection, that 
both the Kennedy and Tokyo rounds led to a boom in Ontario exports 
to the United States; in other words, the reverse of that spiral 
in fact has taken place in the world, whenever there has been 
liberalisation of trade, reduction of barriers, both of a customs 
nature and of a non-tariff barriers nature. One could draw similar 
circles with respect to Ontario-U.S. trade in merchandising during 
the eae and Tokyo rounds implementations. 

Fourthly, what we need to do is negotiate access 


to the American market, not just negotiate access, but negotiate 


continuing access, in order to not only survive and prosper -- and 
here I would like to read something, a brief paragraph from Ronald 
Anderson* in’ has’ column’ on*the” 1Léth* of this’ month, and” 1t° 1s a 

citation from Wendy Dobson of the C.D. Howe Institute. She says || 

THE CHAIRMAN: Is that where he quotes (inaudible) 

earlier on? 

PROFESSOR MILYAN: I only read the part I liked. 

Hite CHALRMAN?* [tats it, that: Ss tt. 

MR. TAYLOR: Are you saying you don't like 

(Dialogue ensues) 

PROFESSOR MILYAN: That interjection should be 

recorded as Hear, Hear! 

THE CHAIRMAN: I am sorry. Go ahead. 

PROFESSOR MILYAN: There is only a brief reference] 

to you, here. 

What Wendy Dobson said was this: 

"If present policies are left in place, global 
economic forces and rapid technological change will leave 
Canada in their way." 

Ronald Anderson continues reporting her by saying, 

"Miss Dobson regards a decision to go for a 
comprehensive trade agreement with the United States as 
a key strategic decision for Canada. It will be one of 
the most important means of making the structural changes 


required for success with the least serious dislocation for 











individual firms and workers." 

iMeeciis cOnnection, ! woulda dike to draw to your 
attention that which especially Professor Lipsey emphasized -- and 
he is not the only one, but he emphasized this, and I quote from 
B20, page ls -at-2:50"p.m. and he said, 

"The Economic Council of Canada in its study of 

Canadian firms showed that in a typical Canadian industry 
over a ten-year period, forty per cent of the firms disappeared." 

Meaning that at the end of any typical ten-year 
period, forty per cent, slightly less than half of the firms that 
we have, are not there any more. But other firms have replaced 
them. 

This Is "nothing to do with free trade: or protectionism, 
this happens in the normal course of economic development. 

What Wendy Dobson is saying is that if we don't 
do something fairly drastic, the kinds of moves that are taking 
place in the international marketplace and in technology, are going 
to have more serious effects than the typical ten-year disappearance 
of forty per cent of our firms and we are talking about manufacturing 
firms here. We are not talking about consulting firms. 

Now ] tuink my titth point 1s that our current 
relations with the United States, that is Canada's current relations 
with the United States, are relations of negotiating after the fact. 
Currently Canada and again Ontario, has no role whatever to play 


in the making of American trade or any other policy. 


What happens is that which was typical when 
President Johnson slapped on a fifteen per cent surcharge on 
American investments going abroad, we were very unhappy, of 
course, we cried about the close relations that we have with the 
United States being not paid attention to by the Americans, and 
went to the Americans cap in hand after the fact. 

In the case of President Nixon, when he put a 
ten per cent surcharge on American imports, we again were very 
unhappy about it, there was a lot of criticism of the Americans 
in our press, we went to them and got some relief from them. 

I'm not so sure that this enhances sovereignty, 
I'm not so sure that this is the way in which we can develop an 
orderly market relationship with the United States. 

My sarncgument —— and this. isomyecixth point shere == 


is that we must negotiate before the fact with the Americans, we 





must get involved with the American decision-making process before 
they make these decisions, without becoming Americans. 

By the way, the American State Department as well 
as American Congressmen and Senators, for years have been urging 
Canadians to understand the American political process in 
Washington and to get involved in lobbying. 

The first lobbyist that the Canadians appointed, 
the Canadian Government appointed to Washington, has only been 
there for something like four or five years. Ontario still does 


not have acontracted lobbyist in Washington. 
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But yonis toes rete the American system works. 
There are all kinds of other foreigners who ee lobbyists that 
are consistently representing their interests before Congress. 

We have believed, up until very recently -- and I'm afraid that 
belief is still general in the public and the provinces and 
among both members of the Legislature, I'm afraid, and of the 
House of Commons ~-- that the Foreign Affairs Department, the 
Department of External Affairs, is in charge of representing 
Canada's interests abroad, period. Well, that's not the way 
Congress operates. 

Congress operates quite differently, as I'm sure 
you are becoming very much aware. How then does the congressional 
decision making work in Washington? 

First of all we must remember there is what is 
called constant contestation in the American Congress. Congress 
MaKe igiepcy (ahi et-foM ieee You have committees in Congress fighting among 
each other. You have the Lower House fighting the Upper House 
and you have the two Houses, both collectively and individually, 
fighting the President. It is something that simply does not 
happen in Canada, where you have the party system, a party system 
which demands solidarity, where the party leader is -- I hate 
PousaVatiis suc... oin TeasOnably autocratic COnNtrolL of ehisc 
caucus. Of course, his caucus can overthrow him, but one can 
count on one hand the number of times this has happened in Canada. 


You gentlemen are extension of your party policies. 


10 


In the United States,this is not the case. You have shifting 
coalitions in American politics and American party members do not 
follow party lines. They follow interest lines across, parties? 
That, of course, is completely foreign to the Canadian way of 
doing business. 

LRisVes nor an orderly ‘way (OL doing business. ie 
is a very messy way of doing business. Unfortunately, it so 
happens that this is the way in which the American system has 
operated for about two hundred years and there is no end in sight. 

Unfortunately, it is also a fact that there are 
almost ten times, nine-plus times, as many Americans as Canadians. {| 
It also happens to be a fact that the United States is the wealthiest 
country in the world, the wealthiest economy in the world and we are 
inextricably tied by geography to the Americans. Lintsitis 
especially the case in Ontario, which happens to be located 
physically right inside the heart of the population, industrial 
decision-making and wealth triangle of the United States. 

We hear a great deal of talk aie Atlanta being 
the coming metropolis of future development. Well, look at the 
actual statistics; the action is still in the Chicago-Boston- 
Washington triangle and will be there, I think, certainly for 
the rest of our lives, political as well as otherwise. 

We have got to pay attention to the way in which 
Americans do business if we want to get anything out of them. The 


whole purpose of this exercise, in looking at free trade, is to 
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discover how we can get advantage out of the Americans. 

Well Desugqgest to you that what we have to do 
first of all is make certain that we undertand this foreign way 
of doing business that the Americans operate, that we then learn 
to take advantage of this system, that we realize that we have to 
constantly pay attention to what is going on there every day in 
every committee, that we have to have a constant vigil and we have 
to lobby to prevent special interests from influencing the 
congressional committees, which operate on a log-rolling and 
courtesy basis, meaning they trade interests on an ongoing basis. 
There are no friends in Congress for anybody. Canada has no 
friends in Congress. Congressmen and Senators are not 
inexplicably tied to any particular Erenaee PoretieitarpoLts.tical 
lives. They fluctuate back and forth among competing interests. 

This means that if we are to take any advantage of 
America, changes in the changing coalition and conflicting interests 
in Congress, we have got to have somebody there who pays attention 
to these things and massages these people in such a way that they 
understand our interests. 

My next point is that Ontario cannot lead the 
negotiations with respect to liberalizing free trade to the 
Federal Government. We have to take up our own responsibilities 
ourselves and get involved in this activity. 

Later on in our presentation we will demonstrate 


the degree to which any interest in free trade with the United 
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States is heavily, heavily located in Ontario and Ontario has a 
primary responsibility for taking care of these trade interests. 
We have been coasting on the Federal Government's activities up 
to the present and quite frankly, I don't think we have done all 
that well. 

The Federal Government has always had to take into 
account the competing interests of the eastern and western 
provinces. Ontario should look after its own interests first 
and make certain that competing interests, although they receive 
their due share of attention, do not freeze out Ontario's 
interest. We, I suggest, have to get involved in this activity 
of negotiating free trade, ourselves, together with the Federal 
Government of course. 

We are unfortunately not an independent country, 
but neither is Quebec, and Quebec has done very well, as we will 
demonstrate, in looking after its trade interest and has increased 
its exports and its economic growth to a far greater extent than 
Ontario has. 

I think this is my ninth point, to reiterate again 
what I said a moment ago, Ontario must be prepared to constantly 
participate in watching Congress, not merely being involved in 
negotiations right inside Congress, as well as with the President, 
but after we have negotiated whatever we have negotiated, we must 
Make certain that Congress does not slip in some rider on a Bill 


which will change the agreement. Because as you know, in the 
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United States, you don't need a separate Bill to make an amendment 
of an existing Act of Congress, you iA STTpVin-arrrvder-on’ a 
completely separate and different Bill. And often this is as a 
result of log-rolling and interests being accommodated. The 
President’on a-minor*thing will -say,- "Ah; well, I can go along 
WEEH Chale s=We won E~getVintora-polreical fight -on“that.” Again, 
the American system is completely different from ours and we have 
got Co understand it and participate-in-it, to gain maximum 
advantage from it. 

The tenth point is the objective of free trade 
arrangements that we are seeking is to create a free trade area 
and not a customs union. We are not interested in melding the 
Canadian -- and within the Canadian the Ontario economy -- with 
the American economy. We are not interested in establishing 
common institutions and common laws and regulations. Thatis 
not the object of the exercise. 

‘ The object of the exercise is to get involved in 
negotiations which will lead to a free trade area, which is fully 
acceptable to GATT, and one of the two exclusions agreed to by 
GATTSin-fo47> inviact 194'"and 1943; 

The free trade area means no more and no less than 
that we will not provide any barriers to American access to the 
Canadian market that we do not provide for Canadian access to the 
Canadian markets. For example, if we have -- and we do -- special 


arrangements with respect to the production and the selling of 
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beer in Canada, which restricts the production of beer largely to 
the province in which that beer is sold, the free trade area means 
that we provide Americans with exactly that same access. No more 
and no less. If Americans, if Anheuser-Busch wants to get involve@ 


in, selling beersin Ontario, it has got to follow the same rules 





that Molson does, period. That is a free trade area and it is no@ 
a customs union. We must remember this. There is a difference 


between a customs union and a free trade area. In a moment I will 
| 





make some reference to what has happened in Europe in this respect. 
The free trade area also means that we have to | 

establish, the only institution we have to establish is the 

Joint Arbitration Tribunal, so that when there is a dispute over | 


one side or the other engaging in unfair trade practices, we don't 


i” 


have to go to the Americans -- as we have to right now -- and 
argue before an American tribunal and finally go to the President 
and say, "Please, sir, make sure we get our proper access." 

Lfiewe bave sa Joint Arbitration Tribunal. that means 
both the American and the Canadian governments are represented 
on thatvand stuisvaybi lateral decision making unit, period. 
These things exist in the world already and there is no reason 
why we can't have this kind of thing developed for Canada. 
That's the first thing, that's the first institution we have to ol} 
Secondly, what we have got to do when we get | 


involved in negotiations, is that we negotiate access to the 


American market on a lag basis. Because the American market is 
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nine to ten times the size of ours, we have absolutely no 
restrictions, no qualms, in asking for special Feil <A This 
was the case when EFTA, the European Free Trade Association, was 
negotiated, and more recently this was the case when individual 
EFTA members negotiated access to the European community. I have 
here the agreement between the European community and the 
Republic of Finland. Finland is a member of EFTA. 
| Each country in EFTA in 1971 and 1972 negotiated 
an accession schedule to the European community. In manufacturing 
today there is free trade between the European community and 
individual EFTA members. We are talking about a market of three 
hundred plus million people, EC and EFTA, in manufactured goods 
in Europe. 

The accession arrangements between the different 
countries in EC and EFTA vary. In the case of Finland, the longest 
period of accession was thirteen years, 1972 to 1985. in 1965 
there was full, free merchandise trades between the European 
community and Finland. The way the Finns negotiated it was on 
a customs items basis. There were differing periods of accession 
for different customs items. Chemical pulp for example, had a 
seven-year period of so much reduction in both duties as well as 
other NTBs, and mechanical pulp had a twelve year period. 

THE CHAIRMAN: Was that the same period each way? 


For instance, Lipsey has suggested we could take twice as long as 


the States? 
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PROFESSOR MILYAN: No, no. This was the same 
period each way... It was designed to protect the Finnish 
manufacturers and the protection for that was provided by one 
thing only: time for them to accommodate themselves to a large 
market, to go out and find markets, to become more efficient in 
their production to compete with other =—-— noty by, the way ,, othe: 
producers, and, I’mitalking now in the: area of pulp andy paneer... 
not with. othersproducers ini the EC, but with, EC 7s, compecicors:, 
like Sweden and like Canada. So, I'm not so sure that what 
Lipsey suggests would hold water. One can try it and see what 
happens. 

I'm not so sure it is necessary to have an 
inequity in the access of America to Canada or Canada to America. | 
The point is that if we have a schedule, we can make special | 
arrangements to assist our firms in becoming more efficient. 
Because that is wnae the game is all about, becoming more 
efficient,, ini production and in marketing. 

So, if we have a negotiated schedule which varies 
Customs items, (that is) to say, sindustry bys ndustry or sector —— 
I don't want to use the word sector, we are not getting involved 
in sectoral negotiations .~..., first of all, GATT won't.accept 
it any more and the automobile arrangement, type of arrangement, 
is not possible any more. But we can negotiate on a product 
by product basis. This is not sectoral negotiations. 


Indeed, that is the kind of negotiations we have 
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had in the past A GATT and something that everybody is very used 
to and won't be hard to negotiate something of that sort. 

I also have the same thing for Sweden here and 
the schedules are different for each of these different countries. 
so I am saying here, finally, there is nothing new in this kind of 
arrangement. There is nothing new in negotiating access to a 
larger market. We have the examples of the European Community 
themselves getting involved in negotiating first of all access to 
each other's markets and finally setting up a custom union which 
customs union, by the way -- as an aside here -- does not mean 
that the liquor regulations in a different EC member country are 
the same. They are not. 

| All you have to do is go to Germany and to Italy, 
to Belgium, to Denmark, and you will very quickly realise that the 
regulations governing the licensing of liquor are entirely di Ere enc 
in these countries. Yet these are all members of the European 
Community. 

And we are not even talking about a common market 
with the customs union. We are talking about a free trade area. 
In a free trade area, the arrangements that Finland has with the 
European Community, that Sweden has with the European Community, 
that Austria has with the European Community, are what we would 
like to have. Which means any regulations that we have for 


Canadians apply to Americans. We do not discriminate. 


But we discriminate in Canada right now sasluere “Ls 
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less free trade between the provinces of Canada, not on a customs 
basis, not on a duty basis, as you well know, but on a non-tariff 
barriers basis. 
Try to - establish a firm in Alberta. “I don’t knew 
itveny of you Naver “Or British’ Columbia?’ Im the’ Alberta situation, 


what happens, or in the British Columbia situation, what happens? 





in ALberea,, so you are going tO Use’ Nalf almiliion Sits a vear, 
in energy, the Alberta government insists that you purchase your 
building materials in Alberta. Now that’ cucs out OntariG 
completely. Halt a million BIUs is’ something that “a buriding 
like this uses up in what, four weeks? Five days in the middle 
of winter? So it is not very much. And I'm sure you have heard 
about other restrictions and so on. 

Incidentally, Ontario happens to be one of the 
least restrictive provinces in Canada. We have very few NTBs. 
For practical purposes we are free traders already, both within 
Canada and neers United States, but the federal arrangements, of 
course, that apply to us are the ones that we have to worry about 
with respect to the Americans. 

TROOUSG Ov ON Witham nas Oln st iat Syl tel 
think it better to stop at this point and get involved in a 
statistical description of trade diversification in Ontario and 
in Canada and from there we can get into details, some of which 
I- think are new to you, at least judging by ‘they transcripts, ane 


then we can get involved in all kinds of discussion. 
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I'm going to ask my colleague Keith Heintzman to 
take you through this statistical analysis now. 

THEaCHALRMAN : Before youtdosthat, .if.it's.all 
right with you, would you mind entertaining some questions right 
now? 

PROFESSOR MILYAN: Absolutely. Yes. 

MR. TAYLOR: You have pointed out that the 
provincial posture in the past has been to be more mindful of the 
greater Canadian role, than concentrate on Ontario's interests 
atitirst; at least that's the message I got? 

PROFESSOR MILYAN: ~§ Yes. 

MR. TAYLOR: You have just now mentioned that 
Ontando mS monewepen. in) termseof non-tariff barxrierssingan 
interprovincial relationship than probably any other province; 
at least, that's the message I got? 

PROFESSOR MILYAN: That's right. 

MR. TAYLOR: Now are you suggesting, ,at the very 
beginning you mentioned Ontario has an important TOLe touplay in 
the present climate of opening up discussions and negotiations 
for freer trade and that Ontario should look after Ontario's 
interests. Would that be a fair comment as well? 

PROFESSOR MILYAN: Yes. Yes, Mr. Taylor. 

MR. TAYLOR: Going from there, are you suggesting 
that Ontario change its historical posture, in terms of being the 


example or the leader of Canadianism -- in the proper context -- 
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as opposed to adopting a more parochial and provincial posture and 
pursuing simply its own interests? 

PROFESSOR MILYAN: No, Mr. Taylor, I'm not suggestigg 
that. I am suggesting that Ontario move with the times and instead 
of depending on Big Brother, the federal government, to look after 
Ontario's interests, Ontario should take eecrionecen position as 
the largest, most populace, wealthiest province in Canada, the one 
with the greatest political clout, and get involved directly in 
looking after its interests, which -- ret ety you've heard this 
before, and in fact I recall reading it in some of the transcripts 
before ~~ Ontario's interests; and Z'miputting-it mildly, coine vase 
with the national interest. Rather than letting somebody else loge 
after the national interest, we should get involved directly in 
pushing forward the Canadian interest, which coincides very much 
with the Ontario interest and vice-versa. 

MR. TAYLOR: I'm asking these questions. I'm not 
disagreeing with your position. As a matter of fact, I subscribe 
to it, and have done for some years, personally. But I interpreted 
it as being more aggressive in the province and the province 
representing its own interests, not only in our own country but 
elsewhere and you mentioned especially a presence in Washington? 

PROFESSOR MILYAN: Exactly. And the reason for 
this I think will become evident when we look at what Quebec 
has done. 


Quebec, I think we have to agree, has been a pretty 
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Goce canduaan, Gesplte alt these attempts at breaking up the 
union. But Quebec has gotten much more preference in the 
international marketplace because it has taken its responsibilities 
to itself seriously. I am afraid that we have simply not acted 
=——- to put it crudely --"in an adult ‘manner. We have acted like 
a favourite child of papa, the federal government. Quebec has 
moved out and has deliberately acted as an adult. But we will 
look at those things in detail. 

MR. FERRARO: Does Quebec have an office in 
Washington? 

PROFESSOR MILYAN: Not only does Quebec have an 
office in Washington, but Quebec has something -- I am sorry? 

MR. FERRARO: A supplementary, Mr. Chairman. 

I'm told from various sources, that traditional 
federal-provincial relations almost negate Ontario having a 
direct physical presence there? 

PROFESSOR MILYAN: That's right. Traditionally. : 

MR. FERRARO: You are saying we should have a 
presence there and I agree with you. 

PROFESSOR MILYAN: Can I just make a quick 
rejoinder to that? 

It is not only a question of having a presence 
in Washington itself, it is a question of having a presence in 
all the American markets and assisting the Ontario producers 


to market in all the American markets. Now, Quebec has done a 


Ze 
magnificent job of that. 
MR. FERRARO: In what areas?’ 


PROFESSOR MILJAN: In the whole of the manufacturing 


of fabricated products and things of that sort, and we will be 
looking at that in a moment. 
MRi, TAYLOR: -"Getting: back; to: my! proposi tron py a 
very simple one: having come through very recently talks on the 
Constitution and Ontario's role in that process and the image 
projected by the previous premier, that he was a Canadian first 
and an Ontarian secondly, I did not interpret that as being 
reticent or being a spoiled child, to use your words. It seemed 
that Ontario has adopted broader vision and maybe the position of 
compromise as opposed to a deliberate position of self-interest? 
Now maybe as you say -- and I have often questioned 
Ontario's posture in a personal sense in the past, but what I 
hear you saying is that we have got a federal government to look 
after Canada's overall interestand the sree. teers should be looking 
after their own populations and their own provincial interests? 


PROFESSOR MILJAN: MrupTay Lor pSyousaxenarpoliticarm 








and politics operates on the basis of compromise. But compromise 
only when the interests of those involved in the process are known 

and forcefully, dare I say aggressively, presented. I think “mose 
of you have discovered that the squeaky wheel tends to get perhapsil 


a little more grease than it should and that's all I'm saying. 


Ontario has not squeaked enough in the past, and Ontario 
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needs to squeak a little more. Otherwise those that squeak more 
get more. 

MR. TAYLOR: Or else replaced? 

PROFESSOR MILJAN: Exactly. 

MR. MACKENZIE: You say you are going to be giving 
us some figures? 

PROFESSOR MILJAN: Vese 

MR. MACKENZIE: Because in percentage terms, most 
of the trade seems to be in energy and the resource industries. 

THE CHAIRMAN: If there are no other --? 

MR. FERRARO: Yes, Mr. Chairman, I have one question. 

If I understand you correctly, you are presenting 
the proposition of the U.S. coming into Canada, into the Canadian 
Market ,-1if 1 understand you correctly, and you feel that it is 
appropriate and indeed logical for the United States brewers to 
come into free trade areas, or freer trade areas and still have to 
abide by the provincial regulations from the standpoint of "If you 
don't have a plant here for Anheuser-Busch, you can't distributes: 

PROFESSOR MILJAN: Yes. 

MR. FERRARO: My understanding, and correct me if 
im iwrong, ttheyswouldn it) buyrthatvat( all. »Their-ideamis® that they 
were going to have free trade and -~? 

PROFESSOR MILJAN: The negotiating positions are 
always far apart, but we have ample precedent, and it is 


ridiculous to suggest that the Americans are not going to be 
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influenced by us pointing to what the Europeans have done and by 
reiterating the definition of free trade to them ad nauseum. 
THE CHAIRMAN: Mr. Brandt. | 
MR. BRANDT: .I was going to get into the Quebec 


trade figures as well, and I think after one removes the energy 





sector and the resource sector, as Bob was saying earlier, I think 
you would be hard pressed to prove that Quebec is doing a better 

joby»particularmlys;an, thewindustrialy sector: I know you are going} 
to get into those figures, so perhaps we can deal with that later. 


I was going to pursue the question that you raised 





earlier about common laws and institutions not necessarily having 
to be the same in a free trade area. I wonder if you might, from! 
your perspective, interpret what the Americans mean by a level 
playing field? They look at that as covering a whole host of areas 
that cause Canadians some concern and of course -- 

PROFESSOR MILJAN: Like, for example? Which? 
You see, one can talk in generalities and at the beginning of any 
kind of negotiations you would like to present your maximum 
position, and in the so called American point of view, here we 
are talking about American large industrial interests and we are 
talking about the American governments, presidential interest, 
which jis,; “Let ‘siget hdy ofgallomestrrct lions, esiody The 
reason for this, of course, is "We are bigger and smarter and 
more efficient. So if we get rid of all restrictions, we will 


have greater advantages." Apart sfrom the.fact) that historically 
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freeing restrictions increases the wealth of everybody. 

MR. BRANDT: Can you be specific? I think that's 
what you are asked for. I think one specific that is of concern 
to certain parts of Ontario and certainly a large chunk of Canada 
as well, would be programs initiated and introduced by the 
federal government, not dissimilar to the regional development 
programs. The Americans have specifically zeroed in on this 
as being an unfair subsidy to industry in certain jurisdictions. 
If you look at less sophisticated provinces from an industrial 
development standpoint, like our east coast provinces and some 
of the western provinces, certainly those programs are, from their 
perspective, absolutely vital to the development of their particular 
province, and in your response to a specific example, that's one I 
Coulda offer you, Lt think they would look at~from’*the= American 
perspective as being certainly less than a level playing field. 

Would you from your knowledge of the subject, 
suggest.that the Americans would still negotiate with that kind 
of program intact, allowed to continue, or would that have to go? 

PROFESSOR MILJAN: I see no reason why we have to 
Given iieco Chem oll Lots. 

Norway has all kinds of regional development 
programs. The European Community has regional development 
programs which are completely different from those of Norway. 
Norway, of course, is not a member of the’ EC} Norway asa 


free trade arrangement with the EC, similar to Finland. 
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Finland has all kinds of regional development arrangements, tax 
arrangements for different areas of the country. 

I don't see why we can't have Heeling Similar. 
There is ample precedent route in Europe. Moreover, I am not 
so certain that if we look at the American arrangements with 
respect to regional development, that they do not have as many 
skeletons in their closet as we do? For example, the FRS, I am 
sure no American will even want to touch that. The Federal 
Reserve System, what has it got? Is it eleven different regions? 
Each region operates, the credit in each region operates on the 
basis of the needs of that region. They are different and 
never mind if the differences are ten per cent or two and a half 
per cent, the point is that they are different. Now that is 
a federal American operation. 

Quite apart from that, each American state also 
has all kinds of different programs for economic development and 
of course the whole banking system -- 

MR. FERRARO: Professor Miljan, can I interject? 

PROFESSOR MILJAN: Yes? 

MR. FERRARO: We are told as a committee, several 
times, that the essential difference is that if the United States 
makes a treaty, a free trade treaty, the separate states are 
bound by it and if Mulroney signs one on behalf of Canada, the 
provinces aren't and is there not a big distinction? 


PROFESSOR MILJAN: YOU are quite sornigqht).. . The | 


Pe | 

distinction is after the fact. After the Americans have signed 
a treaty which has been -- I am sorry -- after the Americans have 
ratified a treaty, ratified by two-thirds of the members of the 
Senate, and the Articles of Ratification have been deposited, then 
from that point “ya the provisions of the treaty override the 
individual American state's ability to act in contra-distinction 
tosthatstreaty. 

This however, is not the case in Canada necessarily. 
It depends entirely as to under which part of the BNA Act -- and 
let ca tacesit,..~section 92,.clause,13 is still.very much alive, 
property and civil rights, for example. If something comes under 
that, there's not a damn thing anybody outside the particular 
provincial legislature can do to effect or affect, to. affect that 
province's activities in that area, no matter what the treaty says. 

MR... TAYLOR:.. Yes,. but, in. fairness. —-—.or not, with 
fairness .... there are other levers, as you know, in terms of 
federal powers, whether ite iswcost sharing or, financial arrangements 
and so on, and we got into that in regard to the whole area of 
energy and conservation, you can change your speed limits on the 
highways and take tax off insulation, all provincial matters under 
provinciale jurisdiction, and (es... ..1f, you. don. t, do that ,svyou dom’ t 


Panticipate 2n.0oun —— 


PROFESSOR MILJAN: Politics. But politics will go 


on whether we have an arrangement or not. 


MR. TAYLOR: But what I'm saying is this may not be 
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such an “imporntant./distinction; that is, “whether *1t*1s" binding om 


not, because there are so many levers of power that you have, 





With av Litere poli icalmwill Vou can ClLeect theesoi pt ore une 
treaty, in any event. 

PROFESSOR MILYAN: But what is more important, | 
Mr. Taylor, is what happens while the treaty is negotiated? The 
Senate is not going to ratify a treaty which will abrogate the 
existing authority of the different American states; for example, | 
in) the area lof, corporate’ jurisdiction, it? isin tne interests em 


a lot of American corporations to have a rather free corporate 














arrangement, corporate registration arrangements that exist in 
Delaware. Now, the competing interests in the U.S. are not going 
to abrogate those: Politics. 

So what I"m saying, I don’t think we should: pay 
too much attention to the contention that once a free trade 
treaty is ratified, then the federal U.S. government can do whatever 
it wants to with respect to the American states. 

MR. TAYLOR: We have free trade in lumber now, but 
look at the problems we have in the U.S. 

PROFESSOR MILYAN: Yes. If we had a free trade 
treaty, in that treaty we will of course set up a joint | 
arbitration tribunal and have Canadians as well as Americans on 
an equal basis, deciding that issue. Right now the whole thing 


is being decided by Americans only, in Washington, and all the 


pressures of American politics are used to get a decision that 
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is favourable to Americans. 

Under a free trade treaty, or whatever we call a wy 
we would have a joint tribunal, we would have both Canadians and 
Americans, shall we call them judges OF ALDILTaAtOrs, 1.46. and tne 
decision would be made jointly. Piatt LS OL. COULSe, 4 IeniinunKe Gt 
great advantage to Canadian sovereignty. 

MR. BRANDT: I wonder if you could pursue again the 
differences in operation between the U.S. and Canada, because I 
think that is very relevant to whatever might happen down the road. 
I used the example of regional development incentives and Mr. Taylor 
just touched on the lumber industry, where the stumpage question 
has become very much a part of whether or not we are dealing on an 
equitable and fair basis with our American partners. 

Pursuing a form of freer or free trade, what would 
you say in the present method of operation that we have got, 
considering all of the societal programs and laws, economic 
incentives and so forth, would you say would be the greatest 
impediment or impediments, plural, that the Americans would want 
us to remove, in order to level off what they perceive as being 
inequities? You say some of these things could be negotiated, 
but what is that ground for negotiation? Because you can look at 
a host of things and let me cite some examples they may take 
exception to: they make take exception, as an example, to our 
minimum wage laws or to our occupational health and safety laws, 


environmental laws and unemployment insurance? 
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The social safety net is far more comprehensive in 
OUL. COUNErY <thanete glow in che. UL os 
Another example that has just been given, is that 


we have probably lower rates for electricity, as they call it in 





the U.S., and hydro as we call it here. There are a whole series 
of things that could be looked upon by the Americans as being 

less than equitable, if you are getting into a common trading area 
that is ee: on both sides? Could you speculate perhaps as to 
what some of those areas of aggravation might be? 

PROFESSOR MILYAN: There would be lots of 
aggravation, but before I get a little more specific, let me | 
first of all point out that although I have talked to both, I have 
Calked to American) bureaucrats, but IT haven't talked to American | 
politicans recently, in this past year. | 

MR. EERRARO: Consider yourself lucky <2... 

PROFESSOR MILYAN: I have talked to bureaucrats in 
Washington and in New York and I have talked to business analysts, 
as well as Canadian civil servants involved in analysing and 
following what Americans are saying on the question of possible 
free trade arrangements with Canada. 

Americans don't know what the hell they want, first. 
of all, and secondly I don't think they know what they are talking- 
about. They trot out things like health arrangements in Canada. 


Well, you go to Senator Kennedy and he says, "We should have it in 


the United States." I mean, these are conflicts in the United 
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States itself. 

THE CHAIRMAN: The bureaucrats that we talked 2 OGL 
don't think any of them really raised that as a subject. We were 
raising it, because the politicans in New England, for instance, 
raised it,,and they would usually try to cto us. 

MR. FERRARO: There is the stumpage question. 

PROFESSOR MILYAN: Let me say this then .... 


MR. BRANDT: And certainly agricultural subsidies. 


PROFESSOR MILYAN: Ah, that's a good one. 
Let me say this: insofar as social policies are 
concerned, let's look at the European example again. Why do we 


Only have to talk) in: terms of looking at their naval or our naval? 
Why don't we look at what's happening -- 

MR. MACKENZIE: Because of the bilateral agreement 
we are trying to work out with the States, that we are discussing 
ands — 

PROFESSOR MILYAN: Yes, but let's look at how these 
things relate or work elsewhere. 

MR. MACKENZIE: -- and how do you relate your 
argument that you keep using, on this? 

PROFESSOR MILYAN: I'm saying these things have 
been done before and we should look at how other people have made 
these arrangements, and so we come back to them with the argument, 
"Look,you may want this, but we want to maintain an independent 


country, we want free trade, we don't want a customs union .... 


oe 


-- I'm sorry -- ".... if we want a common market and a customs union) 
| 


then we will go ahead and negotiate similar health requirements and 


similar labour requirements," and what have you. 





As it is, in the case of Canada, we havei varying 
regulations in all of these areas across the country, anyway. 


Different provinces have different regulations. 


So, I don't quite see that they can relly pursue this 


| 


argument to any extent. They may come back with it, but, you know, 


we Simply refuse to listen to it. 


Insofar as electricity rates are concerned, look at 





what the rates are in Boston and compare those with Houston. There) 
is a tremendous difference in the United States itself and they are | 
not going to change these things. 


SO a) lotvof) -- 





MR. MACKENZIE: Professor, these are red herrings. 

MR. FERRARO: If we refuse and they say, "Okay, we 
are’ ‘going to give ‘you ‘a twenty-five’ per ‘cent tariff barrier"? 

PROFESSOR MILYAN: We say, i nee Forget mt," and 
walk out. 

MR. BRANDT: We have a twenty billion dollar trade 
advantage at the moment with the U.S. and we can't afford to walk 
out. 

PROFESSOR MILYAN: Well, let's take a look at the 
statistics and I think that's not .... well, on certain industrial — 


sectoral bases, which are crucial, we have no advantage at all,. 





Shs) 
and we will be talking about that in a moment. 

THE CHAIRMAN: You are not saying we can afford to 
enter into negotiations and then get them aware of us and get them 
angry” at us- and -then'4atfthey. turn onius? 

PROFESSOR’ MILYAN?= You! don't talk about single 
Americans. You are talking about a negotiating group, which is 
going to be just as fluid as any legislative committee .... 

THE CHAIRMAN: Right now they are not terribly aware 
Gis. 

PROFESSOR MILYAN: Right now they are not terribly 
aWare "Or Us, but rrPethevedremnogedwaretofitus pitheyiare: motroing to 
negotiate anything. The more aware they become -- they will become 
more aware of us as we negotiate and it is in our primary interest. 

Now, the only interest the Americans have, from my 
point of view, the only interest the Americans have in getting a 
free trade arrangement with Canada -- I am sorry -- the only reason 
why the American central government, the President and the White 
House and administration, has in getting a free trade arrangement 
with Canada is to use this to beat the European Community over the 
head with. Okay? I£ i’maySuse>thatsexpression, 

THE CHAIRMAN: This is supplementary to Mr.Brandt's 

question as well. 

We raisedissues like unemployment insurance with the 
administration officials and they tended to say, "Don't worry about 


that, we are not. concerned about that, that's your business." 
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But when we raised issues like countervail, they 
would) lookwatnussinghorror and sayy 7Of course «not, »we,arennGe 
going to change our countervail legislation," and what is to 
prevent them, they are not really looking at specific issues yet, 
but down the road, if they still have their countervail 
legislation, they can say unemployment insurance is unfair to such- 
and-such an industry. 

PROFESSOR MILJAN: They-may say they don't want to 
change countervail legislation, but what kind of free trade treaty 
are we going to have if an essential part of that free trade does 
not include the NTB arrangements which are countervail; in other 
words, the internal American attempt to countervail NTB? 

THE CHAIRMAN: So you are saying that has to be on 


the table and they have to agree to change that legislation? | 





PROPESSOR*"MILJAN: Even if .theyedon’t.formally agree 
to change it, the new law will have to supersede those parts of 
countervail -- which is about ninety per cent, the countervail 
legislation that apply to Canada. The~ restiof) the. countervais 
legislation will apply fo the nest; of the world,.but. nota to 
Canada. This is a Can-Am arrangement. 

The countervail legislation applies to the whole 
world and you don't even have to have a special exclusion, because 
American law operates exactly like Canadian law, and a new law 


which stretches on a previous law, takes precedence over the 


previous law and makes it void, for that particular section; and 





Sys) 


in this case, any new law relating to Can-Am free trade would 
automatically supersede the countervail arrangements as they 
applied to Canada. 

MR. MACKENZIE: You are telling us countervail, 
which has essentially to prove either industry is being hurt or 
that there is an unfair subsidy, could be selectively applied? 
that 1S one thing they told us very clearly, is not on the table. 

PROFESSOR MILJAN: It may not be on the table but 
what happens is when we have a joint tribunal -- we have to have 
aepOLnce cra Dina, altiwlta yOURGON. tC lave, a. JOImt tribunal, you cane t 
have a free trade arrangement. 

MR. MACKENZIE: To go back to.some of the questions 
that have been asked by members of the committee, you said also, 
if I was hearing you right, obviously they were not going to 
abrogate in their negotiations with us, individual states' rights 
and this is the same doggone argument. How can you say that and 
then say we don't need to worry about the arguments that have 
been made here? 

I think one of the classics is the U.S. governors 
of the north-eastern states, who have said clearly that in terms 
of our fishing problems, the UIC payments are an unfair subsidy. 
Now we can say, "Hey, we are not going to talk with=you people -.... 
and they can assure us social issues are not issues they want to 
discuss, but all they have to prove under countervail legislation 


TSethat Lt LS a SsubSs lays. 
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PROFESSOR MILJAN: Right. 

MR. BRANDT: That's where the rider comes in. 

PROFESSOR MILJAN: Yes, yes. 

MR. HAGGERTY: They have to prove both a subsidy 
rela f@ lego 

MR. MACKENZIE: No, no. They have to prove one 
or the other, that is all they have to do with countervail 
legislation. 

PROFESSOR MILJAN: All right. In our negotiations, 
we may have to give in on some of these things, personally I'm 
Speaking, strictly personally, and I think it isa ridiculous 
operation we have on fishing. 

MR. MACKENZIE: Tell the fishermen that because they 


@xsie\ felndiy! Ga 





PROFESSOR MILJAN: Sure, sure. I'm also suggesting 





we should pay primary attention to what Ontario is interested in 





here and leave that problem to some of these others. The federal 
GOVEENMeENt Mas got; GO;take care Of that, anyway. 

MR. MACKENZIE: Let's take a look at the province 
of Ontario ~-= 

PROFESSOR MILJAN: I'm sorry? 

MR. MACKENZIE: Let's take a look at the autopact 
then. It is probably the only industrial area we have got an 
advantage now. Supposing we are trying to negotiate a free trade 


arrangement and we have to open up the autopact. Do you think we 














=e 


would get today the same deal we got when the autopact was brought 
into effect? 


PROFESSOR MILJAN: I'm not so sure the autopact 


is such a good deal and quite apart from that -- we will look at 
SOmeG Ole euat later...) Guite apart. from that, i have not seen ‘any 
argument that the autopact should be included or changed. The 


autopact, as I understand it, will remain. There is no interest 
by American industry to change it. 

THE CHAIRMAN: I think the American administration 
talks about putting everything on the table. 

PROFESSOR MILJAN: Yes, but that again is the usual 
argument you get in any negotiations, they want to deal with 
everything. Well, when you sit down, you are not dealing with 
everything. 

MR. BRANDT: From your experience and study of the 
EEC and the trade arrangements that have been made there, and the 
question of the autopact which was raised a moment ago, would you 
suggest there is any hope whatever that a free trade agreement could 
be negotiated that would build in some of the safeguards that are 
DULLE into the -aucopact ? 

I heard your comment about the fact that the auto- 
pact may not be all that good for us? I think the general 
concensus is that if you were to weigh all of the pluses and 


minuses, Canada has come out reasonably well in the autopact, 


not in individual years, but certainly taken as a whole over the 
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last two decades it has been in existence. Do you think a free 
trade agreement could be negotiated using the autopact model as 
a form of discussion as to base, which would allow then for the 
development of industry in a much smaller market, when one looks 
at the nine or ten to one ratio, we have talked about, as well as 
in terms of size? 

PROFESSOR MILJAN: Anything is possible and one of 
the seductive things that could be thrown on the table is the 
concept of rates of growth. Let's negotiate an arrangement 
whereby simply the governments, federal, provincial and what-—have- 
you, attempt. to make certain, not necessarily control, but 
monitor and then assist if necessary, rates of growth for different | 
industries. 


I mean, there are all kinds of things one can 





discuss and before you begin negotiations, it is really impossible 
to tell exactly where you are going to end up. 

I think that we in Ontario stand to gain an | 
enormous amount from the results of negotiations, almost whatever 

; | 

they will be and, in, fact, I tend to agree with, Professor Crises | 
who said, "Let's open the whole thing up and we will come ahead." 
We will try to demonstrate some of that in our third part, when 
we talk about the corporate market. And I'm sorry, but that‘s 
as well as I can answer the question. | 

MR. BRANDT: One final question, Mr. Chairman. 


Again looking at the EEC and other trade models of 
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free trading agreements or freer trading agreements as they have 
been developed, and from your study of these particular jurisdictions, 
I wonder if you might give some comment on what the impact would be 
on trade on the part of Canada or Ontario with other trading 
partners, as a result of this kind of arrangement being negotiated, 
perhaps successfully, at some future point? 

I said that in recognition of the fact’that fully 
seventy-five per cent of Canadian trade flows to the U.S. market 
and’ EVtnink? Lee is now ‘closertorninety per cent of Ontario trade 
is exported to the U.S. market. So I guess that we are really 
looking at the rest of the world by only twenty-five per cent of 
Canadian product, and the rest of the world for ten per cent of 
Bae ard product’ thet®= as! experted . 

We have a very heavy, tremendous dependency on the 
U.S. at the moment, and I think there are some very sound arguments 
raised in respect to the fact that we have perhaps even an over- 
dependency in that single market atthe moment, and we should be 
trying’ to, diversify. What do you see as being future possibilities 
for expanding trade with other nations as a result of drawing a 
tighter linkage between Canada and the U.S? 

PROFESSOR MILJAN: A couple of people have mentioned 
this before in your hearings. 

The advantage that would accrue to Canada -- and I'm 
more concerned with Ontario than the federal concept of Canada -- 


that would accrue specifically to Ontario from assuring access of 
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Canadian manufacturers to the U.S. market on a regularized basis, 


I think are enormous. First because we could then very easily 





entice third parties to invest in>manufacturing plantsmain Ontarigg 


We'can even use arguments like, "Look, we have got a\social Ssecuma 





network that is greater than the American one." "Less disturbances, 
Ln oun plants, sctaceteraruuAllekands of Largumentse These are 


political arguments. 





MR. BRANDT: These things don't happen to work .... | ) 
PROFESSOR MILYAN: The point is that we can entice 
investment here by Europeans, whatever, Japanese firms, whatever, 
who would then export to the North American market. As it is now, 
the question is, why should they put a plant in here, if they can't | 
get their® stuffer into the U,.S.j1whichsis!the madnimarkets anyway. 
It is a Simple argument, but I think it has a great deal of weight 


LOMmLEe 








MREVMHAGGERTY< 7 Looking: ab’ thaby particular! poling, 
we could maybe look at this a little further and follow the 
question of Mr. Brandt, that by free trade with the United States 


opening up the doors, more so, perhaps there would be more 





Canadian capital leaving this market and going to the States and 


| 


doing all the manufacturing down there -- and climate is one reason. 
You could find yu would have a massive loss of jobs or a shift in 
yohbssiton thes U<iSe 

PROFESSOR MILJAN: I invite you gentlemen to remembe! 


what Professon Wannacott said about Minneapolis. The climate is 
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harsher there and they do rather well, the climate is much harsher 
there than it is in Ontario and they do rather well. Ontario 
is much better placed insofar as the core of the market is 
concerned. 

MR. MACKENZIE: To get back to your argument that 
we would be able to have third parties invest and have access to 
the North American market, do you not also accept the proposition 
that has been put to us, and previous committees of this 
legislature have had it painfully driven home to them, many, many 
of the plants we have in Canada are American branch plants that were 
sourced here to supply the Canadian market, which are not allowed 
=="and we Were \wuUrprised on: many: OF thes plant. shutdowns, the. number 
of plants which are not allowed to export or do research development, 
and the argument has been made and made fairly effectively, that 
many of those plants now, once you get the free trade arrangements, 
will be pulled out of Ontario, because there is excess capacity in 
many of the head office plants, and why maintain the small plant 
up here? 

PROFESSOR MILYAN: Yes, yes. We will answer that 
directly when we -- 

MR, MACKENZA Ese tra Sci rectly counter scomyour 
argument that we just forget it. 

PROFESSOR MILYAN: We will answer that question 
directly when we look at the corporate market and let me simply 


say this right now, to wet your appetite 4... we have*been losing 
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investment and rene in the branch plants anyway, over the 
past decade, and this loss is going to continue. There are 
several reasons for it, one of which perhaps is there is a.certaig 
thing called technological efficiency. But that's another story. 

THE CHAIRMAN: Perhaps we could have Mr. Haggerty 
and then we will move on. 

MR. HAGGERTY: Listening to your opening comments 


there, Professor, I'm looking at it from the viewpoint that perhaps 





we as Canadians are pushing the panic button on the matter of free 
trade and on the matter of discussions at the present time? NE am | 
sure that you are aware, as many of us are, that the trade deficit 
Pete now exists in the United States is one hundred and fifty 


' | 
billkion.dollaxs. I just want to go back to the Shamrock meeting 





when this was first discussed, and you mentioned about protectionisi} 
added protectionism, that Congress is moving in that area now, | 
and one is in the area of patents and copyrights and, talking abou 
this, here a few months ago, we had a government in Canada that was 


going to remove the patents here, that said we don't need them, we | 





can register them in the United States, and God help us if we go 
that way, because that certainly would give them additional 
bargaining power there, to wipe us out. 

My question is, I suppose, you know, looking at 
the problems of the United States, it relates more to a domestic 
problem there, with the huge deficit and the way the government 


has been functioning down there, and I suggest if we move in this | 
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area now, it is a question of is it going to be a benefit to Canada 
to go in and bail out the American government in the sense we could 
say, you know, we are the biggest trading partner in the United 
States, and as my colleague the member from Sarnia has mentioned, 
Maybe we do depend too much upon the American economy and that we 
should be looking to other trading partners, other than the United 
wtaoles, instead Of putting everything into one-basket?s Bur’ I’think 
POOwiIngeel fu, loom Cat iy osdOmMesct LC prOo0lem anda te loud pOlttical 
problem; and you talk about the politics of it, there is an election 
coming up this fall, I guess some of the members of Congress and the 
Senate are coming up before the public. 

We talked about the riders they can put in their 
legislation and it just seems to be a political ploy, but are we 
being taken in on it for some unknown reason, and I suppose we have 
to consider that, we have to look at the American side and the 
American resources, that they have almost depleted all of them? 
These are the things we have to consider. I still think it is a 
domestic problem over there and it is an election issue coming 
up, and they are using us and perhaps we are being pushed into a 
PanlLe right, now ana saving, = Get ws. Jump On wit. 

I agree with some of your comments, saying an 
independent tribunal should be hearing negotiations on certain 
items. 

PROFESSOR MILJAN: The only way we will get that is 


if we have a free trade association. 


44 

MR. HAGGERTY: We almost have that today. 

THE CHAIRMAN: Why do you say that? 

MR. MACKENZIE: We have international waters and 
the Great Lakes. 

PROFESSOR MILJAN: Have I not heard a great deal 
QL CrLUiciom dqOOUERtic wave Li which that. operaves.. se) ta cmmo te 
authoritative. We are talking about setting up a legally 
authoritative system whereby ~-- I am sorry? 

MR. MACKENZIE: I have heard of nobody that wants 
to eliminate it. 

PROFESSOR MILJAN: No, no. But there are certain 
problems and, for example, this whole pollution question. They 
have no authority to determine -- 

MR. MACKENZIE: -- a free trade agreement to set 
up the mechanisms to deal with the disputes in trade. 

PROP ESSOR MILJAN: I think we do. I don’t think 
the Americans are simply going to set something up, a tribunal 
like’ the International Joint Commission, with final auchority te 
determine disputes between the two countries, without a set of 
rules on the basis of which that tribunal will be making 
decisions; and that is of course a free trade -- or whatever we 
Gall 1f, 1c 71s going to beva tree trade area. 

Now, Mr.> Haggerty. <2... 

MR. HAGGERTY: Yes? 


PROFESSOR MILJAN: I have been given an opportunity 
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to speak for three hours, but I will restrict myself and take three 
to four minutes and then maybe you can cut me off .... 

I again emphasize what Miss Dobson said. et ass 
nothing new, but the point is that if we don't make sure that we 
have continuing access to the market which is our natural market, 
to which we are inextricably married past death because we are 
geographically at the heart of the American economic system, in 
Ontario, and we have got to do it. If we don't assure that, we are 
going to be left behind by the changing structures of economic and 
technological growth. 

The Americans have problems which are similar, which 
have very little to do with their domestic exchange rate, taxation 
schmozzle. 

MR.HAGGERTY: The American dollar being so high is 
one -- 

PROFESSOR MILIAN FF iltesenot ——"Hrt “rs#oney ofthe 
problems but in a textile area, and I invite you to read, I'm 
only going to refer to it, read September 16, 1985 Business Week, 

a long story on the textile problem. 

mTheres 1s) iLattle indication that “the *past 

decade's twelve per cent annual growth in textile and 

current imports will slow soon. At this pace, imports 

will have eighty per cent of the U.S. market by 1990." 
Now, look, the American dollar wasn't strong a 


decade ago. The“strength is “the last” four “years. This increase 


in imports has averaged twelve per cent through lower American 


FF /mc 


‘south of the border and they will rationalize down there. 
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exchange rates and up through higher American Nee ees The 
story ends with the point that, 

"The question is, how much of the industry will 

remain by the time it has learned to be competitive?" 

I'm afraid what Miss Dobson is referring to and what 
is the underlying point in our discussion with respect to the 
corporate market -- that we will be coming up to -- is we have 
got to become competitive in the market which is our natural 
market, which is the United States, and the rest of the world, in 
a moment we will demonstrate to you, is virtually irrelevant. 

It is the cream at the margin and perhaps we can get to that. 
I will ask my colleague Mr. Heagesnan to give you that detail and 


perhaps do it in fewer words than I have. 





MR. HEINTZMAN: What I will be doing is presenting 
some statistical tables and there are only two of them which you 
Can, Call punelvistatietica ll SWhat wevare trying to highlight 
Ghroughout allof ithissis,, in part, what. has been called: the branch 
plant thesis. It has been mentioned here as well. There is a 


great fear, almost paranoia, that American firms will go back 


Very little data has been gathered on this. We hav 


been able to gather some to show that if you look at it in terms of 


| 
, 





| 
: 


what we are calling the corporate marketplace, this may not be 
such a bad thing anyway, providing it happened on a lag period, 


very slowly, which comes to the final point we are making to Ontarl) 
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to get back “to the beginning, is that the Ontario government has 
to become involved. 

The Ontario government has to take a measure of 
control. They have -- you here have -- the most at stake in this 
entire discussion. You have seen the figures from the Ministry 
of Trade and Treasury and Economics and quite clearly from what 
we shall show you as well, too, it will emphasize this point, 
that you have the most at stake. 

With the amount of trade you have with the U.S., 
with the amount of trade the U.S. has with you, you have the most 
at stake here, now, and because of -- and this may be only a time 
phenomenon at the present time, the growing rise of protectionism 
in the United States. 

We will be showing as well that there is something 
youcan Td. 

In talking “about “the branch ‘plant ‘thesis, as well, I 
believe there is a misguided conception that Canadian firms cannot 
compete. I believe that is false and we will show you there has 
been a decline in American firm activity in manufacturing in Ontario 
over the past eleven years. 

What has happened is that the Ontario economy has 
not declined, but by the same statisics, the Canadian firms have 
ip errect™pickea up the Stack; ~that is, over the™past decade the 
effect of the Kennedy rounds and the beginning effect of the 


Tokyo rounds on GATT, negotiations on GATT, remove these trade 
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barriers and you do see some of this branch plant phenomenon MOVE. 
But what has happened is that while the American firms have been 
moving out,Canadian firms have been created to fill this gap. 

It has important implications for trade, we will 
be making, and there are two. We are looking at trade not just 
solely in terms of exports to the United States or exports to the 
rest of the world, and there will be some material on that. 

We are looking at it in. terms of exports and imports. We are 
stressing the net effect of trade and also looking at Ontario's 
negative balance of trade with the United States. 

There is a lot more work that can be done on this 
in terms of the correlation of American branch plant acta acy. 

We will be looking at the investment patterns of American firms 
in Ontario, as well as shipments and most importantly, at the 
end, we will be coming to the employment factor. 

Everything we are trying to say is that perhaps 
the argument that you have heard up until now on this branch 
plant thesis, may not hold, and it may notsbe as badi® Everything 
I have said in this preliminary introduction has been contingent. 
It has been mostly, if we reduce trade barriers, if American firms 
leave, if Canadian firms can't compete. Everything there is 
contingent and what we are focusing on is that in the final 
analysissiteis (contingent up3ens vou,  thespoliticans Bevou-wild 
have to make a political judgment, a decision on what is going to 


happen here. We are trying to present some material to help in 
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a general fashion. 

I would like to stress as well here, that we have 
done this on a very general and broad basis. We have not broken 
it down by sector. You have the industry profiles from the 
various witnesses that have been before this committee, and we 
have looked at some of them. You will be better prepared to 
make argumengs pro and con as to which industry is to get the most 
amount of help. 

What we are looking at in terms of a final 
recommendation,» and dt. boiis down- ito. this, as thats fevousaccept 
the premises and the data and the preliminary part of our argument, 
the free trade and relaxation of tariff barriers may not hurt 
Ontario that much. li Wie nhurtacereain industries. 

Lt Lt. lLSedonesonaa daqgabasisrandwith vou, pickna 
particular type of industry and say we are not going to have free 
trade in this industry for eight years, and another industry you 
May say three years, it gives a grace period during which certain 
industries may be helped, before the free trade prerogatives 
ecomesinto force, Deed vesmvoula Goance ai facty lor livesu wal Ene 
TULuUre. 

But, thatwieena pobitical judgnentathatawillihaveato 
be made by you. We are going to emphasize the general aspect of 
ste 

THE CHAIRMAN: .Can you explain the chart? 


MR. HEINTZMAN: Yes. I will get to that. 
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From listening to the previous conversation, there 
are just a few more preliminary points I would like to make before 
I forget them. 

We have talked about non-tariff barriers, toa 
certain extent, and it has been mentioned, the DREE situation, and 
of course there is the classic Michelin tire case in Nova Scotia; 
and things like that are carried on all the time. 

Canadians tend not to see -- we hear this from the 
United States, they have a fantastic media machine there .... we 
do not hear about the American non-tariff barriers, which are just 
as strong. They have, for example, the industrial development 
bond, which is the equivalent of our DREE grant where the federal 
government gies to a state a bond at a lower interest rate than it 
would normally give for purposes of industrial development in that 
state, and the state in turn passes that on to the corporation. S50 
you have the equivalentof the DREE grant, through a different 
monitoring mechanism. 

You have as well, as has been mentioned by other | 
witnesses, the Surface Transportation Assistance Act, with its 
ten per cent preference. 

You have as well in the States a plethora of riders 
and various bills with defense production, and the fact that in 
certain components there has to be fifty per cent American 
productionseendstnateswnot lun ache overall lend manuftactured product, 


even in the parts themselves have to have a fifty per cent American 
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content. We have the same thing on the Canadian side. We also 
have it interprovincially. Four other provinces besides Ontario 
have a ten per cent procurement preference. 

Professor Miljan mentioned the case of Alberta and 
incentives to locate manufacturing firms in Alberta, in order to 
gain cheap energy, but in turn they have to buy from Alberta 
producers. It creates barriers between various provinces and 
that ten per cent procurement relates not just to Canadian goods 
but to Quebec content and they require that in all government 
bids, the amount of Canadian or other provincial content be stated 
and they make decisions on that basis. 

Ontario has been noted by Dr. Miljan, as being 
basically a free trader in this regard. 

We have to look at this interprovincially, which is 
what a lot of our data will look at, as well as internationally, 
and the North American context. 

You have a bargaining chip. .on your side, with the 
rest of the provinces, because in giving up your own non-tariff 
barriers, you have less to lose. 

Some of the other provinces are much more eager 
for free trade than Ontario. I'm not suggesting that. after today 
you go out and spread the word we have all been converted. That 
would be a massive mistake. Bubs VOlpcCensuce LU ine order, £O. gain 
concessions from the rest of the provinces, to open up the 


Canadian market to your manufactured goods, as well as the 
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American market at the same time. The point being -- and even 
looking at all the non-tariff barriers, there is a lot of juggling 
that can be done on three sides: the Canadian federal side, 
the American federal side and the Canadian provincial side, which 


is why we are enforcing the notion that you have tortake control, 





Are there any questions on these preliminary comments’ 
Okay. I will get to this table and this one is called The Diversifi/ 
ation Index. 

To*explain iwhat"this’ table is, iocksi(not interpreted | 
aS a percentage, it is simply an index which has a range between 
zero and one. if you "are* down al’ zero, *youwrare not diversified at | 
all and if, for example, Ontario exported one hundred per cent of 
its goods to the United States, you would have a diversification 
index of zero. 

If internationally Ontario exported an equal amount 
to all countries, you would have a diversification index of one. | 

You have to note as well in this table, along with 


all the rest of the dynamics involved, you have considerable 








changes in those indexes. Over the period from 1973 to 1984, 
Ontario drops in half, as you well know, because of the growth of 
exports to the United States alone, and to the point where they 
are now in excess of ninety per cent in this year, over what you 
had before. 

What you have here as well is an interprovincial 


comparison and a comparison with Canada as a whole. The only 
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other province to have dropped in the same proportion as Ontario 
is Saskatchewan and all others have basically dropped, but not to 
the same extent; that is, in comparison with all the other 
_ provinces and Canada, you have the most at stake in this trade 
relationship with the United States; that is you that have to be 
looked at in this regard. 

One of the other points, if you can just eyeball 
the two columns that have been lined off, Ontario and Canada, 
Canada tends tof£&ollow Ontariosindthisikind of pattern. @hin 
all the rest of the trade patterns I have looked at, and the 
material I have gotten from the Ministry of Industry and Trade, 
Canada also tends to*followlOntarioein any of the changes: «The 
rest of the provinces fluctuate quite a bit. 

InfipointsaoftractysewhentwesarestalkingeabouteCanada, 
whether it be in terms of volume or terms of changes over time, 
we are talking Ontario. So the whole country is important to you 
and you are important to the entire country. That's aay iEwish 
to highlight here. 

Basically, trom the Ontario data alone, you are 
putting all your eggs in one basket and the basket is being 
shook now. 

MR. BRANDT: I may not be reading the numbers 
right .... You said Ontariovand Saskatchewan have a similar track 
record? 


MR. HEINTZMAN: No. 
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MR. BRANDT: Did you mean Alberta? 


MR. HEINTZMAN: Ontario and Saskatchewan are both 





dropping, that is, they are both focusing their trade on the 
United States. Saskatchewan has something in the area of ninety= | 
two to ninety-three per cent of its exports going to the United 
States. 


THE CHAIRMAN: I understand from Mr. Traficante, what 


that chart really means insofar as Ontario is concerned, in 197@@ 
23.4 per cent of our exports went elsewhere than the United States, | 


is that ~igut,, ange lot, 1 is only 12.4 per scent? 





MR. HEINTZMAN: No. It is not done that way. Because 
it is calculated on a statistical procedure that is close toa | 
standard deviation, and so that you understand that, it is a cross 
between a standard deviation and what's called a qualitative 
variation, to give you a measure of dispersion of how widespread 
it is “and Now tocused atts. Ib just happens that that bottom 
number does work out. 

MR. BRANDT: Timistrill trying to releatestic 


Saskatchewan and Ontario figures. I don't know whether I'm reading 





the figures correctly. Is that (indicates) a zero? 

MR. HEINTZMAN: Yes. 

THE CHAIRMAN: LErorSd tS 1X, 

MR.HEINTZMAN: I'm just trying to give you a feel 
for the entire report because we will be coming back to this point | 
again at the end. 


THE CHAIRMAN: What are you tell us there, we 
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are becoming, as a country, and Saskatchewan, more dependent on 
the United States than we were? 

MR. HEINTZMAN: Yes. Eeonomicarly that “1s. 

MR. FERRARO: You don't break down value-added 
products? 

MR. HEINTZMAN: No. That's why you see Alberta 
Going 10 practically the*opoosite -adirectiron, due to intratron in 
the beginning of that period. 

This is one (a slide) simply on Ontario exports, 
in terms of percentages and the actual figures, if you want to 
look at them. 

PROFESSOR MILJAN: Here you have a percentage 
breakdown by major destinations of Ontario exports, and in 
actual figures, in actual figures of those percentages between 
1973 and 1984, at the bottom you see a graphic representation of 
tiace 

We have tables like that, graphs like that ecor 
every province in Canada, but this is the only one we are going 
CORUOL Ce yOU6 Wit ele. 

MR. FERRARO: Would you do me a favour? Would 
you take one, say the year 1984, run across and explain to me 
what the figures mean? 

MR. HEINTZMAN: Okay. 1984. AVia right. 

95.88 per cent of Ontario's exports went to OECD countries. 


We are basically an OECD trader. Okay. So that is the percentage 
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ofpetheatotal. 

The next column is 90.1 per cent in.the United 
States \andythat~isnaetraction of, the OECD seuTher percentages in 
terms of the total that you see in relation to the OECD. What 
we are comparing is Ontario's trade with the U.S. with the rest 
of the industrialized world, and going over, we have the European 
OECDS Abasica lly stheukhe, 2ora4.3. perncent: 

In many respects, your exports have been, if you 
took intozaccountrintilation,-your exports; to the EC have been 
declining over this same period. 

We have less for other OECD and that is basically 
Japan, almost half of that is Japan's, some place about 8.5 per 
CENtEhor yoursexporcsugonto.Japan. Then you see the other 
countries all over the rest of the world, including the Communist 
block, to give a breakdown this way. Again highlighting the 
point that you are incredibly involved in this whole trade issue, 
and perhaps we are beating it to death, but it will become very 
important to what we present later on. 

MR. TAYLOR: That's why our mandate is structured 
aspiters and ehis is timely. information: 

While we are on that, the comment on the so called 
third option and the potential is there and as a policy .... 

MERE SHEINTZMAN:) .thesthard Option as al policy - 

MR. TAYLOR: Yes. 


MR. HEINTZMAN: Was clearly articulated ina 
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rational fashion, what we call a comprehensive rational fashion, 
where you sit down and look at all the options, what interest 
is involved, and you make your decision on that basis. It was 
not taken upon the basis of the concrete realities of how the 
international marketplace Ogee 

With the amount of trade that was flowing between 
the American affiliates in Canada and their head offices in the 
United States, there was almost no way that you could hope to make 
aserious dent in there, unless at the same time you undertook a 
rigorous nationalist policy, to basically kick the American firms 
out and supplant them with Canadian firms. 

However, it was not conceived in terms of those 
kind of practicalities. Basically the material was not available 
at. thar eee in order to make that kind of evaluation. eon 
talking hindsight. 

MR. TAYLOR: Are you aware of who the authors of 
that are? 

MR.HEINTZMAN: Yes. 

MR os TAYELORsss Are you ready to divulge’ that? 

MR. HEINTZMAN: The authors? 

MR. SLAYLORs.) Nes. 

MR. HEINTZMAN: It was, of course, as everybody 
knows, released by Mitchell Sharpe, and one of the principal 
authors.) O83 ta == 


MR. TAYLOR: I appreciate the political role and 
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how things are being done under the name of the Minister. 

MR. HEINTZMAN: Yes. One of the names of the 
authors -- and this becomes very important in terms of federal 
policy later on -- was Michael Pitfield. He was involved in thag 
policy and the reorganization of the Department of External 
Affairs that began with the Trudeau review in 1968. 

It was obvious that reorganization of the DEA was 
not leading to the implementation of the third option, which is 
one of the reasons why later on the DEA was again reorganized in 
1982; and also written up by Michael Pitfield. 

There may be other authors involved with that 
third option jpolicy that I'm not familiar with, “Okay? 


MR. TAYLOR: Thank you. 





MR. HEINTZMAN: These (next slide) are simply the 


numbers of the actual exports and we brought it along in case you 


had any questions about any of the other diagrams and what is 
involved here. 

PROFESSOR MILJAN: No matter what we try to do on 
a general policy basis, the fact remains that the inter-corporate 
relationships are with the United States. There isn't one 
helluva lot one can do to make Japan supplant the United States 
as our main market. Nor will China, ‘despite its lel bi) ion 
people, be our main market in the lifetime I think, of any of usm 


Or .ever for that matter. That is essentially what these tables 


demonstrate. 
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THE CHAIRMAN: We have had some comment made that 
DEewOuld per extremely vditficultito define Ontario ‘figures? 

MR. HEINTZMAN: Yes. 

THE CHAIRMAN: For many obvious reasons. 

MR. HEINTZMAN: Okay. We'll get to that. 

THE CHAIRMAN: I was wondering what your basis was 
for some of these figures? 

MR. HEINTZMAN: Okay. This stuff is taken from 
Statistics Canada and I will explain the problems involved here, 
for you, right now, since you have asked. 

These only give you an estimation and in fact, all 
the rest of the material we will be giving you, give you only an 
estimation. They are hard, concrete numbers, but what they 
actually mean is a little fuzzy, which is why I highlighted 
at the beginning, in the final analysis, a political judgment is 
going to have to be made. You cannot decide free trade on any of 
the material that we give you here. The material that the 
Ministry of Trade gives you, you cannot decide on that basis. 
Here you have the same problem. 

The difficulty is that exports are done by 
Statistics Canada according to the category of what is called 
Province of Lading and it is also listed as Province of Lading in 
the actual manuals, which simply means the province from which it 
was packaged for export. 


So if you made interprovincial flows, for example, 
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from Ontario to B.C., and there crated for export, it would be 
Paden touBwC. ) 
THE CHAIRMAN: Has any research been done to find. 


out where that flow goes and whether it is significant? 





MR.HEINTZMAN: Only Quebec maintains their own 
Statistics and Statistics Canada, as,of this year, this) iced 


LUENOVEE year, 1s Changing to Province of Origin. Ten years fram 


| 
} 


now you will be able to re-do all this and know exactly whatis 
going on. 
Bute there is a bit of fuzzinese here I looked 


at the Quebec statistics, comparing StatsCan with the Quebec 





government data, and you get a variation of about at the most, 
two or three percentage points per country. Especially with the 
United States, because of the north-south trade flows. When you 
are talking internationally, it is a bit more of a problem, 
especially with some of the provinces, so these are only 
approximate. 

When you look at the balance of tei now this is | 
even more problematical because the province here is listed as 
PrOVInceyOrsPortsor sentry. So it is where it actually comes in. 
SO Vas province  ikene .C cre going to have massive trade imbalance 


because of its affiliation with the Pacific Rim and it has a 





Lotsole port utacad ities | 


Dealing with the United States again, I do not thige 


that is very much of a problem, from the import figures I have 
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compared with Quebec, because of the north-south flow. So these 
are going to be relatively accurate. 

This (next slide) gives an interprovincial comparison 
of balance of trade with the United States. Ontamion isethat- line 
down at the bottom, and some of the other provinces. Alberta, of 
course, is going to be up there (indicates) because it is subject 
to inflation in the latter part of the seventies and the beginning 
of the eighties. 

THE CHAIRMAN: They had a huge imbalance in 1980 
nave Foal Bie Ree hed 

MR. HEINTZMAN: Yes, and still have an imbalance. 

MRe gCRARLCANTE 2.4 YOU. don’ t.mean, int lation ,. but 
in the price of goods, is that what you mean? 

MR. HEINTZMAN: Yes. And of course it is going 
to be higher for Alberta because of the inflation and oil. 

Some of the other provinces there are also listed, 
and prior to 1976, Quebec consistently had a negative balance 
of trade with the United States; and after 1976 it improved, for 
a number of various reasons, that we will be getting to. 

There is a combination of things that happened 
there. First of all, of course, everybody knows you had the 
election of the P.Q., you had a very bad economic backlash from 
the United States to that particular election, because of certain 
legislative policies that the P.Q. was known to favour and in 


1977 you get a decline in American investment. 
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What also happened -- and it is not coincidental -- 
you get a decline of American imports into Quebec, and as we will 
show, American firms have a disproportionate tendency to import 
more from the United States than Canadian firms. 

Thate swcuaceon” in Ci ckee lasted for only one year, 
1977 ~andting 1978svour have: awreverse of poltiicygon” thet pare. of 
the Parti Quebecois, where they launched a very aggressive trade 
program in the United States, coupled with a media program in the 
United™ States,” and coupling thatvin turn with van industrial 
development strategy which focused on small and medium-sized 
businesses, which also turned out to be the type of business which 
is going to tend to export to the United States. 

If you look at it in those terms -- and I will be 
giving you the data to back this argument up -- it becomes easy to 


understand why Ontario has a negative balance of trade. 





Most of the data we can get is from manufacturing 
and it turns out that well in excess of fifty per cent of the 
Ontario market is controlled one way or another by American firms. 


It. is just a matter of sheer numbers and that is changing.§ That am 





changing. But up until at least 1980, that's the way it was and 
to put it quite bluntly, if we lived in an international economic 
democracy, we would already be the next American state. Fortunately, 
we don't. 

THE CHAIRMAN: Does StatsCan include Quebec material 


when they give our figures? 
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MR. HEINTZMAN: Yes. Quebec and Ontario are about 
the only two where you can get this kind of material to work on and 
comparisons can be done. We have just worked up the material for 
Ontario. 

MR. BRANDT: In «spite, of the figures thatnlI'm sure 
are accurate, certainly the negative trade balance that Ontario has 
with our American friends, and the positive trade figures that Quebec 
has got, in the same context, have not translated into a stronger 
Quebec compared with Ontario. There is no barometer I have seen, 
unemployment, total export activity, when youlook at all of the 
relevant barometers, Quebec is not only lagging behind Ontario, but 
lagging behind Ontario at an accelerating pace. 

MR.HEINTZMAN: Yes. In the period after 1980, that 
pSoetnescase, and notprior to that, note thetperdods1974i to 1980. 

The problem with the Quebec government was that they started to act 
in that initial period of the government, as an independent state 
as far as they were concerned. They were very aggressively taking 
their economy into their own hands and working with that. 

The problem is that they were reacting mostly to 
what the American press and the Canadian press was saying about 
them, and trying to mollify that particular image. After the 
referendum, that was no longer necessary and from the data that 
can be looked at in terms of the amount of support they gave to 
their indigenous industries, in terms of their trade offices and 


every other measure of trying to act as a de facto state, everything 
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after May of 1980 went back down. They cut from underneath them 
the support services that the government was providing for inter- 
national activities, and then it just declined. 

As well they overspent during that initial period, 
and it is simply a matter of over-investing and ae having funds 
to back it up; that and the combination of heavy borrowing Quebec 
did in) thesUnited States prior) to. that, andsthesehangesinesthe 
exchange rates, and paying back in net terms more than they were 
actually getting, and grossly inflated interest rates when you take 
into account the balance of payments, of course they suffered very 
badly on that and mostly had to do with Hydro Quebec and having to 
build up the James Bay project, which they were very proud of 
noting they finished before schedule.... so there were a lot of 
problems involved there. 

While we are stressing that the Ontario government 
should to an extent be aggressive, there comes a point where 
you overstep your bounds and you have to watch it. 

MR. BRANDT: How many trade offices does Quebec 
have in the United States? 

MR.HEINTZMAN: Exactly the same amount as Ontario 
and=in fact internationally! the same; amountwas Ontario, but they 
are in different locations. 

MR. BRANDT: I got the impression you were 
suggesting that Quebec was more aggressive in the international 


Market and certainly in the U.S. markets, than Ontario? 
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I don't know I can necessarily accept that? 

By the way, I was the former Minister of Industry 
and Trade and involved in this question -- 

MR. HEINTZMAN: Yes, I know. 

MR. BRANDT: I was involved in this question almost 
on a daily basis and our trade offices in the U.S. are very 
aggressive and the staff is being increased and all over the world 
as well; and driven in great part, as you are no doubt well aware, 
by the auto trade that goes on between our countries. But any 
figures I have looked at, relating to Ontario's performance in 
any sectors, other than perhaps the single one that Mr. Mackenzie 
mentioned earlier about the sale of energy to the U.S., there just 
is no comparison between our two provinces in terms of economic 
performance. 

MR.HEINTZMAN: I wish I had the material here, but 
I don't .... because I did some time ago a thesis comparing 
Ontario strictly with Quebec and from the data I used, I didn't 
find that. Thististalimatter Sof tinterpretation of material and 
I am simply trying to present here what I'm sure of. 

In terms of the trade offices you speak about, 
Quebec's trade offices in the United States, and I haven't been 
able to get the numbers for Ontario, but they almost doubled in 
1978, the amount of employment, and they almost doubled world 
wide as well, too, and that is the number of staff they had in 


their international offices and -- from everything else we will 
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show you at the end, a table -- worked for enhancement of trade 
promotion, and the problem is the government has to do something. 

MR. BRANDT: Certainly, their per capita outpue 
per employee is lower than ours. 

MR.HEINTZMAN: Yes. 

MR. BRANDT: Considerably lower than ours. If you 
take a look at our office in New York City and compare that with 
the New York office, there is just no comparison there. Ontario 
has got more products that it is able to sell and it historically 
has been selling that, over the years. 

MR. HEINTZMAN: That is also in partva function of 
what we have been alluding to as the international market, 
approximately sixty per cent of all trade between Canada and the 
United States is inter-affiliate trade and for the period for which 
there is actual data to look at that, from the United States 
Department of Commerce, from 1966 to 1975, it was fifty-five per 
cent and it was steadily growing and it has been increasing that 
way. 

So the simple fact that you have more American 
firms located in nt Soe ean you are going to have more 
exports and it also means you are going to have more imports. 

MR. BRANDT: Doesthat mean -- if I may interrupt 
you -- the Ontario figures could as an example, reflect a trans- 
provincial shipment made from Michigan to Ontario, and therefore 


it is an Ontario import which may ultimately -- and take pipe as 





an example or 


the oilfields 


them to bring 


west and then 


an example, we 
the chassis -- 
there would be 
you then put a 
companies, and 


chassis not re 


and, bythank th 


Saskatchewan b 


figure might b 


67; 


Some -prece of machineryas. ...«+ that coulduvend up on 
of Alberta? 

MR.HEINTZMAN: It would seem very ridiculous for 
Lt, thateway,. whentheyecanstrans-shipiitadirectiy 
Strarghtaupsn abu ted tet Sia possi bul ii. 

MR. BRANDT: But it would depend entirely -- as 

have got auto activities in Canada and we may buy 

and in fact in my colleague Mr. Treleaven's riding, 
avchassisedelivered) fromthe U.S< upstoyyour riding, 
sophisticated box around it, with one of your 
thateissshappedvall«over Ontario: Would that 
flect an Ontario purchase in your figures? 

MR. .HEINTZMAN: =) Yes. 

MR. BRANDT: Thateissthe point!) Dlimeerying to make, 
at would go on in Ontario far more frequently than 
living ampneducttandmshippingeilt LO Oncarao? 

MR.HEINTZMAN: Yes, it would. 

MR. BRANDT: So I'm wondering omsne evant tie tc 


e-if youutooksa lookyateiteand were ablentospull 


it apart somewhat more specifically? 


Ontario does n 


MR.HEINTZMAN: I'm basically here relying on -- 


ot produce this data, we discussed it with the 


Ministry of Industry and Trade and they do not produce this kind 


Or cata. 


I have looked, as I mentioned before, at the 
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Quebec data and they do produce their own. They keep very close 
track, to look out for those kind of -instances, in terms of 
their trade with the Americans; and as I mentioned, yaimay get 

a deviation of at the most three per cent in any one year, the 
differentiation between StatsCan data and the Quebec government 


data, because of the north-south flows. 


How much difference there is between Quebec and 
Ontario we cannot measure. 

MR. BRANDT: ” On “Chis point, on) trarsportation, vom 
say it would be ridiculous for somebody in the States to send it 
to OntaLrlouoyvasnto, On train OF plane Or Wiadlever,.cr. —— 

MRe HE ENIZMAN? =i "“m SOrry, “lL Glam tocacen tite 
exact American location. Did you say MichTrqan: 

MRE PE RRAROs What. fom qetcing atc,) 1) JOcmune 
impression that Ontario, from the effects of your trial, would be 
excellent transportation for ports international, you can have 
one central depot and then go across Canada? Wouldn't that 
reflect to some degree on Ontario's figures? 

MR.HEINTZMAN: Yes, it would, to a very large 
extent. You have to look as well at where all this stuff is 
going. 

In terms of these imports, what I've found, from 
looking at the rest of it, it is mostly going to go wherever the 
American firms are, in the first place. 


THE CHAIRMAN: Dr. Miljan, do you have a comment 
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to make? 

PROFESSOR MILJAN: Just very briefly. 

if Ontario collected” this*data“in @isimilargway as 
Quebec does, the maximum variation on that line (indicates) would 
be three per cent, given the difference between the federal and 
the Quebec data in Quebec. SOyttamacght be up: and down ai little 
bit, but the general trends would not change significantly. 

The other factor and the other point I would like 
to emphasize is that by and large American firms assemble 
fabricated materials here for trans~shipment to other places in 
the particular market that they serve. Consequently, we will 
find material coming from Ontario and value being added to it, 
then. the thing will be trans—-shipped...So the point still is that 
Ontario is the main destination of American shipments. 

MR. HEINTZMAN: There is one other point I would 
like to make and it relates in terms of this balance of trade 
as well interprovincially. While it is difficult to understand 
a lot of what is going on, simply because the en has not 
been produced very much, what I have done, I have looked at what 
has happened in Quebec and what I have found, using the regression 
technique, statistical technique and from data supplied by the 
Quebec government, is that you have the tendency of American firms 
in Quebec to export those products in turn to Ontario. 

So in terms of the overall balance of trade, in 


terms of the overall imports, you are suffering from almost a 
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double jeopardy there. Because Quebec protects its own market. 
This is also noted in a study done in 1964 for the Bi-and-Bi 
Commission. 

MR. BRANDT: The net benefit to Quebec to this 
point is an increase in unemployment? 

MR. HEINTZMAN: Yes. 

PROFESSOR MILJAN: Of tcollyse the point -is~thate 
Quebec, don't forget, began at an entirely different base line 
from Ontario, We have a larger population, it is better 
educated and the economic wealth of this province is much greater 
than that of Quebec. So you are beginning. at different levels. 

THE CHAIRMAN: Other witnesses have indicated 
to us great difficulties in trying to understand’ or” rationalize 
on the material, the differentiation between the provinces and we 
appreciate your putting this together, because we haven't seen 
this before, and I realize you are acknowledging that there are 
hidden problems that can't be seen at first, and those are the 
things we will have to take into consideration. 

PROFESSOR MILJAN: Mr. Cooke, don't take those 
hidden problems too seriously. Those are statistical problems 
and they are not going to change the locations of these lines. 
They will simply shift them up or down a few percentage points. 
It is the same thing as when one says in a survey, a public 
Opinion survey, that the survey is accurate plus or minus four 


per cent, and this is nineteen out of twenty times. But here we 








riper 


can say this material is accurate plus or minus three to five 
per centvadiil theltirme sy ‘al lbsthe Gime. 2.2. 

THE CHAIRMAN: Except thatsome of Mn. Brandt's 
questions have brought out, to my understanding, that to some 
extent there are problems,the figures may be accurate, but they 
may not rerise tens need for concern? 

PROFESSOR MILJAN: That, of course, is a judgment. 

CHE CHADRMANS SS Wes... AIS ri oht.. 

PROFESSOR MILJAN: Depends where you stand -- or sit. 

MR. HEINTZMAN: Basically, if you follow that line 
of argument, we are saying we have to make all our decisions without 
this kind of material and it is simply a question of how much 
consideration you want to give to it. 

THE CHAIRMAN: I certainly appreciate our having it. 

MR HEINTZMAN : And I will emphasize I am not a 
statistician. These numbers do give an indication, at best a 
‘reflection, you get a work-mirror reflection of what is happening, 
and that is better than nothing at all. 

MR. BRANDT: But the economies of the various 
provinces are so diversified, and as an example, to put Prince 
Edward Island in any context with any of the other provinces, is 
most unfair to Prince Edward Island? Because if they get one 
new industry in a year, that can skew the figures by a phenomenal 
amount and they may not get another industry for ten years, and 


if your werestoido la couple oftthingss with those figures... 
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MR. TAYLOR: If you want to be a Senator, the best 
chance to be a Senator is to come from Prince Edward Island? 

MR. BRANDT: You have counties in Ontario that 
have a stronger economic base and a larger population than Prince 
Edward Island. 

PROFESSOR MILJAN: Kitchener-Waterloo for 
example? e 

MR BRANDT saa Wes. Wiexactly SiRight “here. But wie 
you were to take Quebec's sale of electricity to the U.S., and 
if you were to remove from those figures the trans~-shipments that 
are coming into Ontario, I think you would have a far more 
accurate and far different figure? 

MR. HEINTZMAN: I would totally agree. 

MR. BRANDT: Because those two things in particular, 
have a great deal to do with the economic activity in both 
jurisdictions; and yet they would look like, if you were to look 
at those figures in the abstract and just zero in on the negative 
balance that Ontario has got, they would be somewhat frightening. 
I think if you pulled out some relevant points that are pertinent 
to the discussion, I think you would find an entirely different 
picture there. t guesses that’ sithe onlyspointhdemmaking.g I 
don’t want) to belabour it, but Po think there are: other factors i 
those figures that are of some importance to the discussion. 

MR. HEINTZMAN: Yes. One of the ways of balancing 


this out is in this present graph here, which takes this balance 
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of trade in terms of the percentage gross domestic product, that 
is net effect of trade with gross domestic product for the ‘province. 
pO Slt is Da bancing = Ceoutethataways lel -anvinstancerlike that, you 
do see the changes, such as Manitoba is now lower than Ontario in 
this kind of instance, and you can see the rest of the provinces 
there as well. 

The pluses and the minuses I admit do not change, 
and we can quibble about that from now until doomsday, until we 
get the proper data and it will be available at doomsday no doubt .... 
but this is still giving a better’ approximation and you still begin 
to see part of the problem with Ontario's trade. 

THE CHAIRMAN: Thank you. 

MR. HEINTZMAN: Keeping in mind the difficulties 
with this data and the difficulty in actually figuring out whether 
or not the numbers mean anything, if you could keep in mind what 
I have been trying to say about this balance of trade and this 
net basis of looking at the trade system throughout, which will 
continue, you will begin to see that perhaps ee trade may not 
be so bad in Ontario after all and we are focusing now (next slide) 
on Ontario®without interprovincial*comparisons *Thistsimphy high- 
lights manufacturing, gross provincial product as a percentage of 
botalegrosseprovinciial product: 

We put this here for the simple points, because 
Ontario is definitely above all the rest, so when we are 


Calkingwaboucemanuracturing gniCanada,mtol ar largenextentswe are 
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talking about the central two provinces, Ontario and Quebec, and 
of those two, we are definitely talking about Ontario. 


The rest of the data we will be presenting deals 





exclusively with manufacturing and this is important, because in 
any kind of trade negotiation that is carried on, it is the 
manufacturing tariffs which will be looked at. Most of the rest 
has been dealt with over the GATT rounds. 

It is the manufacturing tariffs that have got 
people most concerned in Ontario. When we started out in 1980, 
at the beginning of the implementation of the Tokyo rounds, Canadawe 


{ 


tariff on manufacturing industries' goods was about fifteen per cent 
J | 


It is going to drop by 1987 to about nine per cent and the average | 
weighted tariff across all of itiwill;be down at “that point in tiga 
to about five and a quarter per cent. 


MR. FERRARO: Excuse me. Whose tariff are you saying 


MR. HEINTZMAN: Canada's tariff on manufactured 





products will be down that much. 
So we move from fifteen per cent down to about five 
perrcent andgtheresis also-a provisovtin.there, whichwyis.wnec is 


meant by the weighted tariff, twenty-five per cent of the manufactur! 





goods will come into Canada duty free. We aremoving in that 
direction already. 

MR. FERRARO: What is the American? 

MR.HEINTZMAN: I don't know. Lewist,J~GOuLd ting 


out. I couldn't find out. All I know, from general comments of 
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people who write in this area, American tariffs on manufactured 
goods are marginally lower. 

MR. HENNESSY: And they vary, of course? 

MR. HEINTZMAN: Yes. 

MR. TRAP LCANTE:* I think according to the GATT 
treaty, the Canadian tariff& increased’ at about half the rate; I 
mean at the same percentage. The Canadian tariff was about 
twice the size of the American. 50° that at, the final poimt,- the 
Canadian tariff will be at about twice that of the American tariff. 

MR. BRANDT: And they are blended though? 

MR. HEINTZMAN: Yes. 

MR. P-BRANDTs9rt -Ehink tis, a fair statements to make, 
we have had more tariff walls, that is because of Choveneiier market, 
than the Americans have had. The wallcovering industry is an 
example, and we had an example of that a couple of days ago before 
this committee, the tariff difference between the import-export 
Sacudetoletie tia cw nalcc ny was four to one, we have a four times 
preferential rate getting into the U.S. market, as they have getting 
into our market. It was something like twenty-five or twenty-six 
per cent, something of that order, something of the order of four to 
one. And generally speaking, those reductions on our side, are 
Probably overdue, in a fair trading arrangement. 

I don't want to get hit by the double whammy of 
the lower American dollar and the lower tariff, because that would 


cause some chaotic situations rather rapidly. But that effectively 
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is the case, we have had a higher wall than they have had. 

MR. HEINTZMAN: If you want to talk about it 
generally, and I mentioned the manufacturer there, simply because 
that is basically what we are going to be talking about in any 
free trade negotiations, by 1987. It has been mentioned before, 
that ‘the American tariff will be about four per -cenc. 

MR. TAYLOR: That*s not the problem though), is) 1. 

MR.HEINTZMAN: No. 

MRE EAYLOR =. it) 1s! the nonatai it ee barm tesa... 

MROZHEINTZMAN: It is the non-taratil barriers. 

But as I mentioned before, thereis room for 
negotiations on both sides. If you look at what the Americans 
are doing, we are not (the only bad guys in this matter. et 
takes some tit for tat, and to go into negotiations recognising 


that, it going to send anybody in with a considerable advantage, 


as opposed to thinking you are going to get in there and they have 


nothing to give up anyway, so you are going to be blackmailed. 


That is not the situation, and it is especially important now 


because the Americans also have a negative balance of trade vis~-a-vi 


Canada. They will be wanting to find out what is going on here, 
as well, too. 
MR. FERRARO: I think that is somewhat invisible. 
MR.HEINTZMAN: Yes. There are a lot of things 
that. Gan go on, transfer pricing, for one, whieh will send 1c 


away out of whack, and it happens on both sides. 














qa) 

PROFESSOR MILJAN: Before we go on to the next slide, 
LOL tie record Mi wowldehike Itompointrout ito you that Ontario's 
share of manufacturing, ce Ontario the share of manufacturing as 
a share of gross provincial product is among the higher ones in the 
industrial market economies. If we look at Sweden, it is twenty-two 
per cent, Norway is) fourteen per cent, sin the U.S., (en somone cen. 
cent, Denmark sixteen per cent, Germany thirty-six per cent, the 
very highest; and Japan ‘thirty per cent and so on; 

MR. TAYLOR: thas rsel9sl? Do you have’ the 
projections for this year or 1984? 

PROFESSOR MILJAN: These do not change appreciably 
from year to year. As you can see, Ontario has been fairly steady 
there, from a high of 25.7 downto 22.1 over eleven years. The 
last three years, twenty-five, twenty-three, twenty-three, twenty- 
two. So it fluctuates somewhat. 

MR. TAYLOR: I have seen a figure, fairly current 
I think, that the percentage of trade, not just manufactured goods, 
but a percentage for Ontario was thirty-nine per cent. Would that 
be, the percentage of gross provincial products -- are exports? 

MR. HEINTZMAN: It depends how you weight that. 

MR. TAYLOR: I would like to get your information 
because you see so many figures and they dc not seem to be 
consistent. 


MR. HEINTZMAN: When you look at the Ontario figure, 


it strikes you right away as being very low, in terms of the 
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proportion you are talking about, you are talking about twenty- 
five per cent, and look at just what's going on around you, the 
level of manufacturing; and the problem is that is taking into 
gross provincial product, health services and government services 
and that is the whole shot. 

If you, want to break it ‘down@imto, other secctoEs, 
such as comparing manufacturing with mining and forestry, the 
hard production mines, of course that figure 1s) going to peru 
considerably higher. 

THE CHAIRMAN: Government would be in the forties? 

MR. HEINTZMAN: Could well be. 

MR. TAYLOR: i'm thinking in terms of Ontario ana 
Ontario exports. 

MR eHELNTZMAN 3 OR were. 

MR. TAYLOR: So that if you look at the percentage 
for Ontario and the percentage for Canada, and compare that of 
course with the U.S., and it is probably under ten per cent of 
gross domestic product. 

MR.HEINTZMAN: The U.S. exports approximately 
twenty per cent domestic product and it varies from year to year. 

MR. TAYLOR: It is twenty per cent, is it? 

PROFESSOR MILJAN: Twenty per cent, twenty-one 


per cent now, which is up from around ten or twelve per cent ten 


or twelve years ago. 


MR. TAYLOR: What was the Canadian domestic product? 





Fie 

MR. HEINTZMAN: It varies over the seventies from-- 

MR. TAYLOR: I mean currently? 

MR. HEINTZMAN: Currently? 

MER LAY LOR: Yes. 

MR. HEINTZMAN: Currently it is up around seventy 
per cent You have a seventy-twenty ratio there. 

MR. TAYLOR: You have an impact on our economy and 
a change which is pretty severe, compared with the United States? 

PROFESSOR MILJAN: Yes. 

THE CHAIRMAN: What is the source of the foreign 
figures you just read? 

PROFESSOR MILJAN: These are from the 1985 edition 
of the World Bank's World Development Report, Table 3, Structural 
Production, which just came out three months ago. 

Thedata’ from ‘the® World” Bank ‘for: ‘the*OECD’ countries 
is quite reliable and from stuff we provided them from our own 
SYSTEMS, 

MR. HEINTZMAN: This (next slide) is where I would 
like to talk about what we have referred to before as the 
international corporate market. 

From the material that I have been able to find 
in the U.S. Department of Commerce and from Statistics Canada, 
you will find, as I mentioned before, that imports into any 
country will depend to a great extent upon the number of foreign 


firmsi sin that particular, country: 


——— 
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I believe it was ealener Macdonald or the Ministry 
of Treasury and Economics, which presented you with some of this 
data, which shows up quite clearly, two, Statistics Canada studies 


done, one in 1978 and one in 1980, that shows some place’‘in the 





area of between sixty and seventy per cent of Canadian imports 
from the United States are destined from American-owned firms 
in Canada. 

The one figure in terms of a balance of trade, 
that sl couldsfind wasmiror hog, a comes from a study done called 
U.S. Direct Investment Abroad, 1977, The Benchmark Survey, which 
shows a negative balance of trade for Canada, between American 
affiliates and their head offices, in the area of about $1.6 
brid on eine tee Sucotclaeradcs 

fi your take into: account: thatiithis, pmstiadisomdealing 


with American oil companies out west exporting oil down south, that 





disproportionate balance is going to be even wider in terms of 
manufacturing industries. It is quite clear from all the rest of 
the material that this is simply the case. 

So when you see things like the lower balance of 
trade in one province as opposed to another, and start looking 
at the degree of foreign operations in that province, you start 
to understand why this is the case, in net terms. 

As an aside, the U.S. Department of Commerce study 
of Canadian firms, shows the same phenomenon in reverse, except 
the trade imbalance was something in excess of $2 billion. We do 


the same thing. 
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MRLY PBRRAROs is The reality? o£, Ontario tsy.casey 
Ontario is the second highest importer in the world. 

MR. HEINTZMAN: Yes. 

MR. FERRARO: Then, of course, there are the other 
considerations that Mr. Brandt mentioned, what we do with it when 
we get it? 

MR. HEINTZMAN: Oh yes, of course, there is some 
value added, but one study, which I will be quoting from very 
shortly, one study from the Ontario government looking at this, 
finds that as well you have an instance here, where the imports are 
taking away from the secondary levels of manufacturing. These 
parts, et cetera, do not just all of a sudden come together, they 
go through various levels of production and various levels of 
value added. When you see a negative balance of trade, you are 
interfering with that to a large extent. 

It is-quite clear that the U.S. Department of 
Commerce's position on their trans-national corporations is that 
they are there to promote exports, and the Canadian Department of 
External Affairs’ position is exactly the same. They play it the 
same way. 

The only thing standing in between here, now, are 
the tariff barriers, that we are talking about, and specifically 
manufactured goods. 

iMsyouhwantetoe=-Gqwevare«runningsshortwof *time.-- 


I can give you some of the data, but I believe the Ministry of 
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Treasury and Economics has already presented it in documents, from 
the transcript that I read, and it will corroborate what I have 
been saying up until now. 

THE CHAIRMAN: We received some documentation from 
them and we will be hearing from Mr. Macdonell again next week. 

MR.HEINTZMAN: Just to refresh your memory and 
go over it again, we are looking at this from the net point of 
view, and simply looking at exports alone is not going to tell you 
how well we are doing. You have to look and see how well somebody 
else is doing on our turf. 

I would like to highlight now, I'm not “saying; Ir do 
not extrapolate from this to say let's kick the Americans out. 
I ‘am not Saywig =thrateat Pais 

I am saying let's try and understand the complexities 
involved in here. it fits in with what 7is “called *the branch 
plant thesis and if you look at it in those net terms, if the 
trade barriers are opened up, sixty per cent of the continental 
trade is in the corporate marketplace; and if the American firms 
move south, those imports will move south with them. 

The clincher comes, can Canadian firms compete 
when the American firms leave? Can they compete in their own 
Marketplace? Answer: the rampant fear that we hear from time 
to time, saying Canadian firms cannot compete, I believe is false 
-- and we will show that to you at the end -- whether you look 


at it°in terms of shipment or whether you took - atvit in’ terms of 
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employment, Canadian firms have been what has been boosting the 
Canadian economy, over a period of time when the American firms 
have been leaving. 

teat’ is, thevshock or any pul l=out eae uiteas 
progressed gradually over time, will not be severe, provided we 
give our own national firms the opportunity to compete; and if 
Over "a ‘period or timéiry-a ‘period ‘of ‘gqrace,;s in- which you, can? support 
those firms, your net effect will improve drastically and you 
will not have to worry about this negative balance of trade 
business. That's the thrust and I will be going through the 
proofs for that argument right now. 

This is a quote from a study called Foreign Owner- 
ship and Employment in Ontario, done in 1982, by Charmaine Berry 
for the Legislature. 

in terms -of -exports “Eor porergn*affiliates, 
it says, 

"Although the Ontario Select Committee on Economic 
and Cultural Nationalism did encounter carenetee ee examples 
of aggressive export market development on the part of 
foreign-owned manufacturing subsidiares in Canada .... 

a more common and widespread phenomenon relates to export 
restrictions or lack of development of export markets 
associated with foreign ownership. The branch plant 
structure was developed to service the Canadian market 


or, in past decades, the Commonwealth markets. Not only 
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is this structure inefficient and internationally uncompetitive 
and thus not condusive to the export of manufactured goods, 
but there are also other effects: through restrictions in 
technology and licensing agreements -- which affect even 
Canadian owned firms -- management arrangements, brand name 
agreements or management direction, Canadian subsidiaries are 
not likely to be aggressive in developing export markets, 
especially where there is a possibility of competition with 
affiliates. 

This one being for the host country, and that's the 

end of the quote. 

Quite clearly, from the material that they had 

gathered, American firms do not tend ce oe as much as 
Canadian firms, in the Ontario market. 

PROFESSOR MILJAN: The point made earlier. 

MR. HEINTZMAN: From the import side, it says, 

imports: 

Geta. soeauce -the Level rof.economicwactavity , 
including employment, in Ontario. If foreign investors 
obtained a larger proportion of their purchases in Ontario, 
provincial employment opportunities might be significantly 
improved. Such an improvement could be achieved in the 
context of greater overall efficiency if foreign investors 
rationalizedetheir, production dnwOntardo0.. 


If that happens. 
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I'm simply erase out, from everything else 
that has been looked at, you will begin to understand why you 
are having this kind of NeplieElece, imvOntarioe: 

What we will be looking at now is some of the 
investment data, which I believe you had asked another member to 
provider for you, butecneyecouldn tsfind vit, sojyou. can lookuat 
this (next slide) imostlyoinjorder (to.give “you, an. opportunity to 
try andwnerutesthis. thesis, if it,is possible, 

This is capital expenditures in manufacturing 
alone. SO-ALowuUS MOniLy spat tron Ache teconomy, What you see there 
on’ thevqraph. is sthe proportion of U.S. firm investment un/Ontario, 
as Ga. -catro to the rest sof Canada. 

Quite clearly the majority of American investment 
in=Canada is=infOntlario, From the rest of the material we have 
looked at, in terms of corporate taxable income, it also becomes 
apparent that when you are talking about manufacturing and the 
operations of American firms in Canada, you are also talking about 
Ontario; and when you are talking about manufacturing and free 
trade, you have to be talking about Ontario. 

Again, one of the highlight points here is you 
definitely have a very large stake involved here. Basically, 
you have a right to become involved, because of the sheer level 
of the material that is being dealt with, in investment and in 
trade. 


You see in the other two lines, a comparison of 
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Canadian firms and American firms in Ontario. Line 2 is American 


firms' investment in Ontario as a percentage of the total and 


line 3 is Canadian firms' investment in Ontario as a percentage 


of thegtoral. Tend to coalesce and move 
This is a very short time period and this 
for which material can be gathered. 

What you might tend to see 
you are getting a balance out between the 
capital expenditures and just one side of 
in effect new investment expenditures, on 


and buildings, et cetera. 


around each other. 


is the only time period 


there is that in effect 
two. These are just 
investment. That 2s 


machinery and construction 


Whensyousilook at it ine termsrorrycapitalyreandi.— 


MR. FERRARO: Excuse me. 


MR.HEINTZMAN: Line l? 


Me PGRRARO ss yes. 


ME HEINE ZMANG. “ThateasrU son 


as a percentage of U.S. investment in all 


What is line 1? 


investment in Ontario 


of Canada. 


MR. TRAFICANTE: What is the column right beside 


that: 


MR. HEINTZMAN: The extreme right? 


MR. TRAFICANTE: There is line 1 and right beside 


that, another one? 


MR. HEINTZMAN: Those are Canadian firms, and you 


have other foreign firms in Ontario as well. 


PROFESSOR MILJAN: If you look at Ontario as a 
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percentage of Canada, that is the second set of three columns, the 
total percentage of manufacturing, the total capital expenditure 
by manufacturingiplirmms anyontarro, as a percentage of the total 
expenditure of Beene Byrn eae firms in Canada, was forty-five per 
cent in 1984. All wight? 

Thestotalepercentage .of,.U..S..firms,.,the total 
capital investment by U.S. firms in Canada -- I have to back up and 
Stat BeaG at als. er, 

the totalswcapital investment..by «U.S. ~fismsoin 
Ontario as a share of the) total.capital investment. of U.S. firms 
in Canada is sixty-one per cent; in other words, fifty-nine per 
cent, sixty per cent roughly, of American investments in Canada in 
manufacturing were made in Ontario. All right? 

MR. TRAFICANTE: And the next one is the percengage 
ofere? 

PROFESSOR MILJAN: -~ of capital investments in 
Ontario as a share of capital investments in Canada, of Canadian 
firms 

MR. FERRARO: Do you have a dollar figure? 

MR.HEINTZMAN: .. I. could.dig it out later and give 
it to you, and if you want to know where it comes from, it is 
Statistics Canada, and the catalogue number is 61-215, called 
Capital and Repair Expenditures of Domestic and Foreign Controlled 
Firms in Canada. 


MR. TRAFICANTE: My question though is, from what 


88 

you have just told us, the central three columns, the one under 
U.S. finms, .and Che one vunder ,Canad@tanyiizms:, Psnould qaddiupinco 
one hundred per cent? 

MR. HEINTZMAN: No. 

MR. TRAFICANTE: Minus the international? 

MR.HEINTZMAN: No. Because, if you had all 
Canadian "firms’,,.ali .Canadzvan’ manufacturing ‘fiuems Locatedivin Ontario; 
the Canadian figure would be one hundred, right, and if you had 
all American firms in Canada located in Ontario, that figure would 
be one hundred. That would add up to two hundred. 

Nts} cari rcult working out Now’ Lt is*catcuratedc. 
What it is simply trying to show here, is the degree of American 
investment in Ontario as compared to the rest of the country. 

VHEeCHATRMAN: What tt shows us “1s that Canadian 
investment in Ontariosissslipping slightly? 

PROFESSOR MILJAN: Yes, that's true. 

MR.HEINTZMAN: Yes. 

PROFESSOR MILJAN: And American investment is 
remaining steady with some ups and downs. 

MR.HEINTZMAN: The actual dollar figures are 
there as well, on the extreme lefthand side. 

PROFESSOR MILJAN: Total expenditures in Ontario 
of American firms in Ontario is the second column, and Canadian 
firms, the third column. Those figures perhaps are not as dis- 


parate as theppercentage’rtigures, rassyourcanssecntaPretiy 
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healthy Canadian investment in terms of dollars: $1.7 billion, 
compared to American $1.9 billion in 1984. 

MR. HEINTZMAN: That is in effect what you could 
also call new investment in EE canete ality 

What this is (next slide) is capital plus repair 
expenditures and the same format. What that simply means is 
instead of having only new investment coming in, you are having 
investment that is put in simply to upkeep and maintain and keep 
an operat Ponygonc “in. On tao. Soltis in effect a better look 
at what is happening totally with investment, but it does not 
give you the kind of new investment that is going on. 

PROFESSOR MILJAN: If we could take time off and 
look. at the two sets of figures, these ones and these ones, you 
would see there are variations, given the levels of economic 
activity. During recessions, new investment by Americans 
declines, whereas maintenance investment, repair investment, 
continues at a fairly high level for example. 

MR. HEINTZMAN: Okay? 

THE CHAIRMAN: How many more do you have? 

PROFESSOR MILJAN: We could spend another three 
hours busvaset 

MR. HEINTZMAN: We can skip this one. 

THE CHAIRMAN: Would you be able to prepare 
copies "of -that’or .ati-least one ‘copy? 


MR.HEINTZMAN: I have a spare set of photocopies 


that you can have mas <«soonlas wes atewtinished »~right, here, 
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THE CHAIRMAN: Perhaps you could highlight whatever 
you wish to and wrap it up? 

MR. HEINTZMAN: Certainly. Okay. 

The one slide that I'm deleting and not bothering 
to show you simply highlights everything else we have been saying: 
that you have a disproportionate amount of American activity in 
Ontario as compared to Ontario firms. 

This (next slide) I believe is the important one 
becauseit sLocksizat «the vwaluegot shipments of sAmericanaverusius 
Canadian sfirms sin! Ontardio,nin the. first.one« 

You will notice the decline in terms of percentages, 
such as U.S. firms’ percentage, the decline, and the Canadian firms, 
the percentage is an increase and balancing out. 

The one table I did not present with this, has to do 
with the number of foreign firms in Ontario and the reason the 
American is going down is simply because the firms have been leaving 
Ontario, American controlled firms, either have not been staying 
or when they have died out, new ones haven't come in. 

But they have been replaced with Canadian firms. 

You can see the level of shipments over on the extreme lefthand 
Side, is not suffering that much damage, either, because of that. 

This is over the period of the implementation of 
the Kennedy round and the beginning of the Tokyo round; that if 
it is phased in over this slow period of time, the effect of the 


branch plant moving out may not be that severe. 


oe 


MR. BRANDT: Did you not then jump to the conclusion 
in your earlier remarks, where I think you indicated that as a 
result of that happening, that would lead you to believe the 
branch plant over a period of time could be ee OU TOLG at least 
minimized in terms of its impact on the economy and would be 
replaced DY Canaddtaiae Lis. po mcr not in the present context 
of tariff barriers and non-tariff barriers and non-free trade 
environment, if you subjected those self same Canadian firms, 
ostensibly ten per cent the size of their American counterparts, 
and Iacould give you industry *atter industry “arter industry se 
would those same Canadian firms not collapse without protection, 
and how do you come to the conclusion that all would be wat and 
that“we could in fact compete openly, if ‘this scenario ‘continued 
to develop? 

Because what is happening there statistically is 
developing with the historical and traditional trade walls in 
place and once having removed those, I ask you what is your 
speculation as to what would happen then? 

I would have to suggest to you, many industries 
that have come before us, and a great number of people, who have 
spoken about this question, they seriously, very seriously 
question whether or not those firms can survive, whether they be 
American or Canadian branch plants. 

MR. HEINTZMAN: Yes, I understand that and I have 


heard that argument. 


Pirst ot all, the first point we have to make 
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and understand, is that we have not been living behind solid ee 
walls during this period. They have been slowly declining, very 
Slowly and very gradually. 

We are not suggesting that you make a free trade 
agreement that says in June of 1987 we will have no more tariff 
barriers. That would be ridiculous. Because in an instance like 
that, the scenario you are presenting would come about, most 
definitely, because of the amount of capital the Americans can use 
to, support, theix, own,firms.. aThere is. no question,ofsthat<ateall, 
whatsoever. We are not saying that. 

We are saying it has to be drawn out, and one of 
the points we want to stress and has been talked about by previous 
witnesses, such as Professor Wannacott and Professor Clarkson, we 
do it over a long period of time. They have been suggesting, I 
believe, five to ten years. For Ontario, I would suggest you go 
for the ten-year period, and the longer the better, to gradually 
move it in. 

THE CHAIRMAN: I think Professor Clarkson said it 
is already happening? 

MR. HEINTZMAN: Yes. On that kind of time lag basis, 
when you. have industry by industry trouble....., and) I admit this 
is general, this is giving you an aggregate, and these figures can 
lie industry by industry. 

If you can get down to a point where you are looking 


at a ten-year period or perhaps longer, you have a grace period 
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there, in which there is a chance to develop the industries that 
are going to be hardest igesse else from the positive point of 
view, that's the positive outlook, and the negative outlook is 
to figure out which ones you want to let go. 

But it does give you the opportunity then, on an 
industry-by-industry basis, you can phase it in, and that's where 
the real haggling begins. 

On a general basis, if that can be worked out, if 
that kind of detail can be worked out, I do not see a problem, 
provided it is done over that kind of period, with those 
considerations in mind. 

By the way, all this stuff can be done, broken 
down into twenty industrial classifications, to give you a better 
outlook on what is going on. 

PROFESSOR MILJAN: On a general point, Professor 
CYarkson was talking about Tatreductiion "in ftariff barriers, and 
we are Saying, yes ,; “che *reduchi1ona@initarl ft (barriers t= dusing 
tne period “in the -reduction-of (cavilitbarriers, ieee data here 
demonstrate the Canadian firms have been doing very well indeed. 

We are saying that in the future it is not mainly 
a question of tariff barriers any more -- I mean we would be 
down to, what is the average -- five per cent or some such thing? 

MR. VHEINTZMAN<& Yes. 

PROFESSOR MILJAN: And that can be overcome by 


the American dollar jumping up three per cent overnight, for 


94 


example. 

So the tariff barrier questions are not really 
relevant across the board. They are relevant in certain specific 
sectors still, shoes, textiles, things of that sort, but the main 
jcpobays Hee cen we phase in or out, really out, the various kind of 
NTBs and the special supports, over a long period of time. 

That is, of course, what we have to negotiate 
with the Americans about and they have to do the same thing. 

They have just as many NTBs as we have, although they call them 
different things. They operate through different mechanisms, but 
they are the same thing. That is what the negotiations really 
would be about, as I see it. 

MRe. | BRANDT: PLesis™farr torsay,> though sisne tai ty 
that while we can have an erosion or a reduction of tariff barriers, 
there has been another form of protection, a very distinct and 
measurable increase in non-tariff barriers? So, while one has 
been coming down, as a reflex major reaction, others have been 
going up, and perhaps the most heinous of all of these, from4our 
standpoint, is the preferential buying policies of I think some 
thirty U.S. states? 

PROFESSOR MILJAN: Right. 

MR. BRANDT: Where there are certain products, 
transportation as an example, you can't sell a bus into certain 
U.S... states, if you could beat» their (price. by twenty—five® per "cent: 


PROFESSOR MILJAN: Absolutely. 
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MR. BRANDT: And that's quite wrong? 

PROFESSOR MILJAN: Absolutely, and they have got 
Lots? oft nate 

MR. BRANDT: So again, these figures reflect an 
environment where tariff barriers are coming down, but I think it 
would be somewhat incorrect to suggest that that environment is in 
fact the total situation? Because you have got the non-tariff 
barriers increasing at the same time? 

PROFESSOR MILJAN: While the NTBs in the U.S. have 
been going up and going up, yet the Canadian firms have been doing 
rather well; and our argument is the NTBs you are talking about, 
have been increasing during this period that the tariff barriers 
have been coming down, yet we have been doing very well. And we 
can do even better if we phase out the American NTBs. But we have 
to compensate, in that ours are out as well. But ours have not 
been going up at the same rate as the American. 

We®7ustV£iinished?saying-a “tittle earlier that 
Ontario has got virtually no NTBs, virtually no NTBs. There are 
some eee rs. but how many of them really apply to manu- 
LSECEULINGSIn Ontario? 

A lot of them apply outside Ontario to what really 
are marginal industries, marginal in the U.S. as well as in Canada. 
The whole fishing operation in the U.S. is very, very marginal, 
and it is very, very marginal in Canada too. 


MR. FERRARO: What about forestry? 
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PROFESSOR MILJAN: Forestry is not marginal in the 
United States and neither is it in Canada. No NTBs there. 

We really haven't been increasing them and the 
reason why we did so well in the American market -- and why it is a 
problem for the Americans, for American industry, is strictly because 
of exchange rates, which are not going to be touched by any free 
trade agreement anywhere, because we are not going to get into a 
customs union with the Americans and we are not going to have a 
common foreign exchange policy, we are not going to become the 
United States. 

So those problems will continue, but if we have an 
arbitration tribunal, to which Americans would be forced to appeal 
their unhappinesses, we would be in much better shape in countering 


these things than we are now, going cap in hand to the Americans 


and clearly ".... those foreigners are being cruel to the 
AMGTLCans: —=" "see 

MR. BRANDT: The Blue Jay fans? 

PROFESSOR MILJAN: And Blue Jay hes 

THE CHAIRMAN: Dr. Miljan and Mr. Heintzman, we 


appreciate very, very much the presentation and the work you put 
into it. Obviously you geared it specifically to our concerns in 
Ontario. This was something we had been asking for, and we appreciate 
again, very much, your input. 

PROFESSOR MILJAN: Thank you very much, sir, and 


thank you very much, gentlemen. 
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THE CHAIRMAN: Good afternoon. We have Dr. Paul 
Beamish, Assistant Professor of Business Strategy and Inter- 
national Business at the School of Business and Economics, Wilfrid 
Laurier University, who was highly recommended by a former student 
to me, and that's the reason the invitation went out. 

We appreciate your coming here. We understand Dr. 
Beamish has a short presentation, which I have suggested he read 
to us in case there are some members of the Opposition who cannot 
read .... and then we will entertain questions. 

PROFESSOR BEAMISH: Thank you very much, Mr. 
Chairman. 

Ladies and Be veneti, first.of alll wouldvilikeste 
say I appreciate the opportunity to speak with you because this is 
an issue, as someone who teaches international business for a 
living, is near and dear to my heart. 

I have looked over the materials that your Clerk 
has shown to me, and it points out you have been listening to 
presentations since July. I do not mean to add anything here 
that you have already seen before, and in fact, my intent today was 
to not intentionally, but as iLtwturnsvent jto complicate things 4 
little bit further for you in terms of the whole question of free 
trade. 

The area I would like to focus on is international 
business training, in particular the amount of training which our 


graduates in Ontario and in Canada have right now; that is, how 


well prepared they are, to implement freer trade with either the 
United States or other countries. 

At this point I will return to the text of the paper, 
I intentionally kept it short, but of course will welcome questions 
when we are finished. 

MR. TAYLOR: Could you clarify that last statement 
OLEVOULS ?myaHowhweldlespreparedaa.:. IL-wasnit. sure .<t 

PROFESSOR BEAMISH: I am concerned that our business 
graduates are not well trained in international business. 

MR. TAYLOR: I see. I surmised that might have been 
the conclusion, and yet the way it was stated, it could have been 
the other way? 

PROFESSOR BEAMISH: OkKay. 

Trade and International Business Training. 

Free Trade, Trade Enhancement, Freer Trade, Fair 
Trade. Whatever label we use, more trade with the United States 
and other countries means two things -~ more imports and more 
exports. Achieving more imports presents few difficulties oto 
sellers of goods and services from other countries are already 
lined up ten deep. Achieving more exports, however, is not as 
simple. 

The high Canadian standard of living is very 
dependent on exports. In fact, the export of goods and services 
generates about thirty per cent of Canada's gross national product. 


That Canadian exports will increase as a result of reduction in 


other nations' tariff levels is certain. However, given that 
Canadian tariffs arc declinings’——~sanaernis 1 Sanothning) toOsdoG witli 
the present discussion, they are declining as a result of GATT -- 
given that they are declining, the question remains as to how well 
positioned Canada is to ensure that its exports will increase 
sufficiently to balance its increased imports. 

Increasing Canadian exports is much more than reducing 
other countries tariffs. Tariffs are only part of the trade 
equation. Many other considerations such as the right quality 
product, at competitive prices, in adequate supply, with provision 
for customer service, in firms containing competent well-trained 
international managers, are at least as important. 

On this latter point, international business training 
and. its implication for improving Canadian export performance, 
there has been little public discussion. Yet, results froma 
recent study on Candian exporter performance, coupled with the 
actions of a large number of American business schools, strongly 
Suggest a need to examine the extent of international business 


training being provided in Canadian business schools. 


The export study -- carried out by myself, Anthony 
Goerzen and Hugh Munro -- was based on a 64 question mail survey 
of one hundred and sixteen exporting firms in Toronto -- I should 


Say we actually sent it to a larger group of firms and we had one 


hundred and sixteen responses, about a twenty-five per cent response 
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rate as it turned out, which is considered satisfactory and quite 
acceptable in academic terms. This study had in turn been based 
on extensive literature review and a series of twelve interviews 
in exporting firms. The questions in the mail survey were wide 
ranging and designed to determine how export performance might be 
improved. One of these questions asked how much training in 
international business the people involved in export operations had. 
The composite measure of high export performance used here was 
export profitability higher than domestic profitability, plus an 
unward trend in total export sales, plus higher than average 
export intensity. 

The data analysis revealed that international 
business training was positively correlated with each of five 
variables which in turn were each positively correlated with 
export performance, and at this point I would like to draw your 
attention to page 6, the exhibit. 

You will note there, please, the five variables in 
the centre column are the ones that influence ere performance. 
All of these five variables were positively correlated in turn 
with increased amounts of international business training and all 
were statistically significant at the required levels. 

These variables, in summary, were related to such 
things as goal-setting and export marketing planning - areas in 
which our business schools are quite capable of providing adequate 


training. Yet how many students are receiving this training? 


Not all of Canada's fifty business schools even offer International 
Business course electives. The things we would be talking Rokr 
when we are talking about free trade, they don't even have the 
option of taking a course in the area. 

More significantly, except in the case of a few 
programs which permit a business major, there are no Canadian 
business schools with a required course in International Business. 
Why should this concern us? What is the situation with our major 
training wpartner? 

In the United States there are at least eighty 
business schools where their students are required to take at 
least one international business course, and this number of 
universities is increasing. As well, the Academy of International 
Business, a prestigious U.S.-based academic group, now goes so far 
as to present a Dean of the Year Award to the Business School 
Dean who has gone furthest in requiring students to take an inter=- 
national course or by internationalizing his school's curriculum. 

Certainly another way of ensuring that this inter- 
national business training takes place is by internationalizing 
the entire business ae curriculum: Two hundred and forty-five 
North American universities have AACSB accreditation -- and I 
believe it stands for American Association of Colleges, Schools 
and Business and they have this type of accreditation which 
requires that students are exposed to a certain standard level 


of internationalization in their courses. However, only two of 


of the two hundred and forty-five accredited universities are 
Canadian, and neither is in Ontario. 

While this measure does not capture the strong 
efforts which a few Canadian business schools have made to 
internationalize the thinking of their graduates, uncertainty 
still remains as to why this type of thinking has not been 
PnNSerCUuciOnallzed J Certainly lit senor a function ‘or nor place to 
provide the opportunity, or unwillingness of university 
administrators to require students to take certain courses. 

The typical Canadian honours business student must 
complete forty to forty-eight one-term course equivalents to 
graduate. Of these, over half will normally be in business 
with about half again being required courses. Nearly all Canadian 
business schools require every student to study deeetini mcs for 
example. Yet, providing knowledge of how to do business in the 
international marketplace is left to student preference and/or 
chance exposure to faculty with an international orientation. 

Having sufficient numbers of business graduates 
trained and oriented to international business is too important 
to leave to chance. With the increased imports that will follow 
the reduction in Canadian tariff levels, many Canadians are right- 
fully concerned about the impact on domestic employment. Nonethe- 
less, they have reassured themsleves with an unstated and unexamined 
assumption. Many people are assuming that even if certain 


industrial sectors suffer, Canadian salesmen in most other sectors 


are only waiting for the green light of reduced foreign tariffs 
and that growth in these sectors will more than compensate for 
reductions in other areas. But do all Canadian firms have an 
internationally trained salesforce and senior managers with an 
international orientation? Are Canada's business schools meeting 
the present need for graduates with these skills, let alone an 
expanded need for these skills? 

The same exporting study revealed that thirty per 
cent of firms -- irrespective of their present size -- this is 
thirty per cent of one hundred and sixteen exporters, these were 
all based in Ontario -- they had begun exporting as the result of 
an unsolicited export area. Somebody sent them a cheque and 
said, "Send your product" and they were not even trying to do 
business internationally. 

This suggests, first of all, enormous untapped 
potential in our existing non-exporting firms. Tr add ue Lon, pect 
large portion of Canada's present exports is intra-company, from 
the Canadian subsidiary to the foreign parent. This has not 
required an extensive international business background within 
the managers of the Canadian subsidiaries. Their primary task 
has been to meet a production allocation, rather than “beating 
the bushes" in other countries looking for export sales. 

As a signatory to the General Agreement on Tariffs 
and Trade, Canada has correctly been moving towards freer, increased 


trade with all countries. Whether future reductions in trade 


barriers occur sooner rather than later, or in certain sectors 
only, Canada needs the business graduates with the proper types 
of training on which actual experience can build. Whether this 
training takes place through internationalizing business school 
course curriculum or by introducing required international 
business courses, one thing is certain, the longer we sleep, the 
stronger our competitors become. 

THE CHAIRMAN: Thank you very much. That is a 
good point and it has not been made before. 

Moe elt ano.e 

MR. FERRARO: I have a question for Dr. Beamish, 
thank you, Mr. Chairman. 

That was very interesting and might I say, 
personally, a refreshing change from what we have been getting 
and to some degree regurgitive -- and I say that respectfully -- 
of facts that we were all aware of. 

I'm not guite sure though, and correct Aes whether 
or not we as a committee or politicans, have a lot todo wren 
resolving this particular problem, outside the practice, you know, 
of some of the industries facilitating some exchange programs and 
so forth, which is, I understand to some degree, already the case? 
Shouldn't this presentation be made to the boards of governors 
of universities or the deans of departments, and I say that 
respectfully? 


PROFESSOR BEAMISH: Yes, yes. At Wilfrid Laurier 
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-- and I can speak about that university in particular -- my dean 
is in the international business area and he is very sympathetic 
and in agreement, I would say, with the objectives of inter- 
nationalizing the curriculum. 

The reality is most people simply just don't know 
what it takes to do business internationally. Okay? There has 
been this assumption -- there have been many assumptions, and one 
of the assumptions has been that the States is easy. No problem. 
We only need the example of one of our major Canadian companies, 
Canadian Tire, and their experience going into the U.S. That has 
cost the president of that company his job. There are differences. 

Fortunately they are not major differences and 
they can be overcome, but there are differences. 

Now back to your point at hand. Who should be 
making the change? Who should I be presenting this material to? 

I first of all wanted to make it available to this group, because 
I believe it is an important issue. I don't think people are , 
thinking four or five steps ahead. Fine. We may come to the 
point of making the decision that we want freer trade. When it 
comes time to implement it, managers have to do it. There has 

to be somebody with an appreciation of the complexity of inter- 
national business and the difficulties it will entail, who will go 
out there and sell the product. 

The data that TI have: got suggests, first of ail, 


we are not even meeting existing demand and fortunately, the 


11 


problem is not product, we seem to be producing good quality 
products, or we would not have those unsolicited export orders. 

The problem is our aggressiveness first of all, 
and secondly, I think it is our whole level of training that 
pervades our business organizations. They just aren't thinking 
on a knee-jerk basis internationally. 

Now, I still haven't completely answered your 
question. I can make this available to the president of my 
lUmiversity . Dut Lt.s an, Uphill battle. We have at Wilfrid 
Laurier now got five international business courses on the books. 
No place in Canada has a required course. I think we are falling 
behind. 

MR. FERRARO: I agree with you. 

PROFESSOR BEAMISH: I would like to make this aware 
to the group, in the hope that perhaps they can pass it on to the 
Minister, of Education, if that would be” the appropriate person 
to receive a copy of this, or whatever body. 

But I think it is a point we haven't seen yet and 
we haven't had any discussion about this. 

MR. FERRARO: Let me just conclude, and I did not 
mean to insult you by my question. 

PROFESSOR BEAMISH: Nose lr aid trtakerrtVacesucn . 

MR. FERRARO: I think it is a very valid point and 
if we are going to make recommendations, in fact, somebody may 


want to make recommendations to the government, who can take it 


we 


from there. 

PROFESSOR BEAMISH: Yes. 

THE CHAIRMAN: Mr. Knight. 

MR a KNIGHT s) Wouwldeit) be fain to. say Char 
especially in the business training discipline, that it is the 
business sector that drives the educational curriculum? 

PROFESSOR BEAMISH: No. 

MR. KNIGHT: In that they themselves have not 
recognised the need for it, so that the universities are not 
providing.that. training? 

PROP ESSORUBEAMISHe s Ledonit think that wwouladabe 
a fair statement. I think that the unfortunate reality of some 
of our universities is courses are derived on the basis of 
professorial interest, in many respects, and certainly the bulk 
of the courses have to meet existing demands and the bulk of the 
courses, fall. into, the jmajorn functional areas. 

We have to give people some sense of what accounting 
ins sada about »iwhat tinancing is ial Wvabout,, what smanutacturningsis 
all about, and what organizational development is all about, and 
So. torth. We need the basics. 

But to use an example, at the University of 
Western Ontario, about five years ago, they introduced a new 
required course, and what required course would they introduce 
there? They introduced a required course on business-government 


relations. Now, to me that is totally inward looking. 
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MR. TAYLOR: Excuse me. On business-government 
relations that obviously means more to me than you, because it can 
be domestic government and foreign government? 

PROFESSOR BEAMISH: It has primarily been domestic 
government and it is understanding business-government relations 
imaGanade..= that 1s thesnature’ of their course. 

Now, to me there is room obviously for the study of 
that material and I think our students have in the past had a poor 
appreciation of the relationship between the two groups. My 
point is, if we are to be a trading nation, we have to be outward 
looking and to me, if you are going to add required courses, don't 
add required courses in things like business-government relations. 
You don't add required courses in things like accounting, and 
places like Harvard have dropped them now; you don't have to take 
accounting at Harvard any more. Theyfigure you will just hire 
those people. 

You don't necessarily have to take required courses 
in economics, yet most, if not all Ontario gear and 
Canadian universities take required courses in most of those 
areas. 

I think we are not thinking outwardly. 

MR. KNIGHT: If I can follow up on that response 
to my question, it seems strange to me, that if the business 
sector recognises a need for that kind of expertise, that the 


universities would not offer it and that the professors would 
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not recognise that and take that as being the course that they 


perhaps should introduce? Or are you suggesting that indeed is 
what is happening? 

PROFESSOR BEAMISH: In my fourth year course ~~ I 
only teach fourth year courses and MBA 2 courses, so I see 
students just before they graduate. 

One OLeatnemtiings sb Jao in my Ccoumset——sa it) lican 
answer this with a bit of a story ... I use a project each year 
which is worth forty per cent of the student's mark, and they have 
to go” out and work with a_ company. I have no trouble whatsoever 
in finding compies who would like students to work with them on 
a real world project in their international areas. 

MR. BERRARO: | Do jthey get paid. for that? 

PROFESSOR BEAMISH: No. 

MR. TAYLOR: There is a government program that co- 
Sponsors this type of thing, financing the internship programz 

PROFESSOR BEAMISH: Yes, the internship program. 
it is*artantastichidea.) SAtiswa qreatsidea. 

MR. TAYLOR: So that you have some government 
stimulus there? 

PROFESSOR BEAMISH: Absolutely. 

MR. TAYLOR: And there is a need for that kind 
of experience? 

PROFESSOR BEAMISH: Absolutely. That's right. 


Okay. But the problem has been I don't think enough companies 


BS 
are taking up the government on that offer, and from my own 
experience, ---and L.don'"twant ‘to\ open, up’ a can of worms*or ‘any— 
thing.... my Own experience, my own personal familiarity with 
some people who have been sponsored by that program, is that they 
really haven't lived up to or been forced to live up to the terms 
of reference. 

I believe the terms of reference specify a certain 
percentage of the time must be spent outside of Canada in export 
marketing. I am not sure that is enforced. The two cases I'm 
familiar with, it has not been true in either case. 

MR. KNIGHT: One -Eurther question, «<1f Lemight, 
following up on international training. I think you have been 
addressing the undergraduate level? 

PROFESSOR BEAMISH: This is completely true at 
McMaster as well, as far as the required courses. 

MR. KNIGHT: And the MBA programs? 

PROFESSOR BEAMISH: Yes. 

MR. KNIGHT: It is not compensated, after people 
work in the workforce for a while, as far as businesses being 
able to find a course they can send them to? 

PROFESSOR BEAMISH: There are electives and my 
point has been though, this is such a fundamental change we are 
talking about in Canada, going towards free trade or whatever form 
it is going to take, it really means we have to hustle, and I am 


personally concerned that we don't have people out there who have 
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the training right now, who have the skills right now, to get 
them started and hustling in those areas. 

MR. TAYLOR: Nor do we have the companies, the 
domestic companies who are prepared to hustle, companies that 
are going out of business and don't even know it,because of what 
is happening around the world. 

PROFESSOR BEAMISH: One of the things that struck 
me with my exporting study, was that these firms can do very well, 
a lot of firms who are not exporting right now, or who were 
exporting a little bit many years ago, there is a demand for 
our products, but nobody is out there beating the bushes and I 
think one of the reasons is we don't have the pool of graduates, 
who are going into these companies, into their first jobs, saying, 
"I want to go to the States, I think we have got a great product 
here, let me go to the States and sell it there, give me an 
expense account, give me a car and I will be back in three months." 
I don't see that taking place. 

THE CHAIRMAN: Do you see a lack of communication 
between the business community and the university; is that part 
of the problem? 

PROFESSOR BEAMISH: I think it is a general lack 
of awareness. I don't want to point the finger and, you know, 
there is no communication. Tothinkathniscahassbeenasitting: there 
all along, and if you start talking now about free trade, you are 


really going to exacerbate a less than ideal situation. 


ay 


They have recognised this in the States and that's 
what really concerns me. They have got eighty schools, who demand 
that their students take international business courses. You don't 
have a choice. 

MR. HAGGERTY: What you are saying then is that 
as we get into this area of world trade and global partnership, 
there is going to be many opportunities there for employment because 
it is a specialized field? 

Pf just want. cor bringrco the attentron of cue 
Chairman, during the public hearings that the Select Committee 
dealing with the Inco layoffs held, we were dealing with inter- 
Mattonal bodies at that particular time, Guatemalav™and Indonesia, 
With inco,. adiscussing It, ala-ewe got into It with our “starr, we 
had a solicitor there and an engineer, we got into the question 
about international law, and we, the committee, was completely 
lost in this area here and the president of Inco said, "Just a 
moment. We have an expert in our branch here and he got through 
there and he was rambling on about different UAE OF and how 
laws would affect it, international law, and the president, when 
he summed it up, he said, "That's why we have got this man here, 
but he doesn't come cheap," and somebody said at that time, 
"That's an area that lawyers should be moving into, is inter- 
national law, because it is going to open up a broad field of 
employment, in that area, it's quite a specialized area," and 


I can see the importance of it and I have to commend you for 
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bringing this to our attention. 

PROFESSOR BEAMISH: If I can follow up on your 
point, what concerns me is that we know if we go towards freer 
trade, we are going tolave more imports. 

MR Av nOR?s awe ee anyway. 

PROFESSOR BEAMISH: That's right, we are going there 
anyway, we are getting more imports. We know if we suddenly open 
the gates, there may be an abrupt change which will force some 
companies out of business. But the assumption, as I said in the 
paper, has all along been that suddenly these great Canadian heroes 
will jump up and say, "Fine, we will fill this gap that now 
exists," and the evidence I have got said they won't do it yet. 
They're missing the people. 

MR. HAGGERTY: Just take the brokerage firms in 
Ontario today, if we move into this area, more so perhaps than 
ever before, in that area alone, that specialized area, brokerage, 
I'm talking about imports coming in, and the maze of paper they 
are going to have to go through; and it can work the other way too, 
that you have to have somebody over in some foreign country and 
offshore and the job opportunities may well be there, if you have 
a buyer over there and ship it back, and I feel you have a valid 
point, as other committee members have indicated, and I tod nk it 
is worth while bringing it to the attention of the proper 
authorities, such as the Minister of Universities and Colleges. 


THE CHAIRMAN: One of the points you might be 


ie 
suggesting, maybe inadvertently, is perhaps we should be waiting 
until we accomplished this? We are not going to be ready to go? 

PROFESSOR ‘BEAMISH: No, ‘no. 

THE CHAIRMAN: Or is that going to make it worse? 

PROFESSOR BEAMISH: The reality is that we are 
going towards freer trade, as we should go.. I'm in favour of 
freer trade, not just with the United States but with all 
countries. 

THE CHAIRMAN: Even with the present state of affairs? 

PROFESSOR BEAMISH: Even with the present state of 
affairs, but we have got to be doing a number of things concurrently, 
a number of things simultaneously, and I think this is one of them. 

I would be delighted if the members of this committee 
went to the correct people in the government and brought it to 
their attention, about this situation, because I don't think it 
would take much of a push from the Minister's level to get 
universities to rethink their position. I don't think it would be 
a big problem. Nobody has talked about it yet, is the problem. 

MR. TAYLOR: Thatisteinterestingsam! biind (thar aimost 
incredible, all these business courses I have heard of and you, for 
example, are Assistant Professor of Business Strategy and Inter- 
national Business at the School of Business and Economics. 

We heard this morning from a couple of professorial 
types, with equally impressive titles, and they are so comprehen- 


sive that one would think that courses dealing with international 
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trade would be just a matter of fact. 

PROFESSOR BEAMISH: We have got the courses. 
We offer the courses. 

MR «TAYLOR emean’ ay four-year course with a 
degree. 

PROFESSOR BEAMISH: I agree. 

MR. TAYLOR: You have seminars, you frequently 
read of seminars, on all different aspects of foreign trade, we 
have within our own government, a program for new exporters, 
introducing them into the U.S., they take them across to Buffalo 
and introduce them to the customs officers and all the different 
people that might be involved, finance and otherwise, in terms 
of trade. 

I don't understand why universities -- if this is 
what you are saying -~ are not turning out people who are trained in 
all aspects of international trade? But. that is-no substitute for 
real experience. 

PROFESSOR BEAMISH: Absolutely. I don't pretend 
it is. All I'm saying is you have got to prepare the students, 
so that you add the experience to this training and you have got 
somebody who can do a legitimate job internationally. 

Let me tell you the first thing I do in my first 
class of international business and this is the second term of 
fourth year. I walk into the class and I pull out my wallet, 


I take out a ten dollar bill and I tell them, "What are the ten 
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largest countries in the world? You take the ten dollars if you 
can tell me." I have still got that ten dollars and I have been 
teaching that course for three years now. There isn't a single 
student who has ever had more than eight. Now, these are 
Ontario scholars, Laurier has the highest percentage of Ontario 
scholars in the province, this is a tough course, yet I ask a 
fundamental question like that and nobody has picked up the money. 

MR. TAYLOR: Maybe you are using the wrong criteria? 

THEeCHALRMAN:S Mr.yFerraro: 

MR. FERRARO: The American Association of Colleges 
and Schools of Business, how important is that accreditation and 
which two universities have it? 

PROFESSOR BEAMISH: The two in Alberta, the 
University of Alberta and Calgary. It is expensive to get but 
it tells* you;°you are doing®a real good job in certain areas. It 
looks good for the university, because certain types of government 
funda nogsinithe UxS Swyonrdonst qhalify) for-ateunlessvyour 
university has that type of accreditation. 

MR. FERRARO: Why would a Canadian university want 
that kind of accreditation? 

PROFESSOR BEAMISH: Just to show it is in the front 
ranks. Some other Canadian universities could probably quality. 
MR. FERRARO: If they applied for it? 

PROFESSOR BEAMISH: If they applied for it, but 


they would have to make changes. 
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THE CHAIRMAN: Do you have a question, Mr. Haggerty? 

MR. HAGGERTY: No, Mr. Chairman. 

THE CHAIRMAN: I think Mr. Mackenzie wants to say 
something. 

MR. MACKENZIE; I just wanted to take a moment also, 
to congratulate you on what I guess is an auxilliary point to 
what the committee is actually into, but it certainly ties in, if 
your information is accurate,and then I think we probably have the 
ability and the responsibility as a committee to speak to, whether 
it is Colleges and Universities or whether it is Industry & Tourism, 
or probably a combination of both, to see that there is some push 
given to seeing courses of international business training are 
provided, that is a suggestion that makes sense, and does not 
need a lot of elaboration. 

It also strikes me, as one who recognises fully 
that we are a trading nation and have to trade, but is more than 
a little concerned with the leap of faith we are being asked to 
take in terms of free trade, or whatever it means to various 
people, and it strikes me this is one of the many tools we need 
in terms, of doing..a better job ain oureitradingsace.-tiasihmarounds the 
world. So I think it is an excellent suggestion and it is well 
within the responsibilities of this committee to make some 
recommendation that we take a look at what we are doing with 
international business training. 


PROFESSOR BEAMISH: Thank you. 
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MR. BRANDT: Dr.Beamish, in the courses that you 
are presently involved in, and the studies that you have taken, 
obviously you have taken a look at some of the more successful 
trading nations in the world, I'm making an assumption here, in 
all probability you have taken a look at some of the success 
stories? 

PROFESSOR BEAMISH: Yes. 

MR. BRANDT: I have been advised, through some of 
the figures that have been made available to me, that Hong Kong, 
as an example, exports ninety-seven per cent of its output, which 
is an extremely high figure, quite obviously, and it recognises 
therfact thatethat particulan ijurisdiction, has torexport to 
survive. 

Ontario is a relatively successful exporter at 
the moment. Pantwoteibaismgood <luehyeineterns fo& ‘some, of ethe 
established contacts that are there, with the multi-national 
corporations and so forth; but it would indicate, it would seem, 
thatyvondy -aboutatwenty. percent cof jOntariomindustrieswarerpresentily 
in the export business, which I think supports some of what you 
arentalking» about Jenultwisweioghty«penecent, potential, outythevemror 
additional exporting. 

PROFESSOR BEAMISH: Yes. 

MR. .BRANDT:»: The: pointsI+wanted tosgetwat tis), af 
you looked in some detail at the experience of some of the very 


aggressive trading nations, that are successful -- and interestingly 
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enough, Australia is one of these, Australia has done an excellent 
job of exporting, particularly to the emerging Pacific Rim 
countries -- and I would imagine that yours is one of the components 
and a missing part of the total package, the additional training, 
and I have a whole series of questions coming out of that .... 
but what have you seen as being, other than the training aspect of 
it, what are these Btheree curaiee AGING, GLASyOuUr Opinion? 

PROFESSOR BEAMISH: The fundamental thing is an 
attitude, and that's why this whole thing causes me concern. We 
are talking about a fundamental change in people's attitudes, that 
instead of thinking in terms of Ontario or thinking in terms of 
Canada, they automatically think in terms of (a) North America 
and (b) the rest of the world. 

Now, we don't have that attitude prevalent in 
Ontario yet, and if you WanentS go towards freer trade, you are 
going to have to have it. There Lstno sway *around~1 6P0°S0 -Ee 
isa: basic attitude. 

Now, even if this sort of thing was implemented, 
it is going to take some time for it to work itself through the 
system. Our graduates are going to have to get into positions 
of ultimate responsibility, or major responsibility, before their 
attitudes then pervade that particular company. Attitude is 
the big one. 


MR... “BRANDT? ©<Cou ld -yow -~ 


PROFESSOR BEAMISH: I'm sorry to interrupt you, 
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but I do have a second point. 

MRS BRANDT? “Okay 

PROFPESSORGBEAMISH:= If ‘attitude’ is. the “first 
One, the second one is we are just plain comfortable here. We 
do not have the pressure on us to produce, like they have in 
places like Hong Kong. I have just spent two weeks in Hong 
Kong and it is altogether different. 

In Hong Kong there isn't a social system to fall 
back on if you don't have a job. If you are not working your 
tail off, you are hungry, and that does not seem to happen here. 

So that has been a major reason, those two factors. 

MR. BRANDT: I have a phenomenal statistic 
relative tothongekong,eitwant to share with you, ‘thats ait 
iMcanvget *the /committtesis interest sere think¥it gscan important 
statistic, over ninety per cent of those Hong Kong companies have 
under fifty employees. Theyware not ‘big multi-national “exporters. 
you normally think in terms of the IT&Ts and General Electrics of 
the world, being very effective in terms of dominating world trade. 
But *in' Hong Kongnparticularily?) wevare talking about the vast, 
vast majority of companies, being very successful in the export 
market and being very small at the same time. 

PROFESSOR BEAMISH: Sir, I would like to reinforce 
that point, because I think what is critically important in 
Ontario, is that we recognise that most of our present trade 


is intra-company with the United States, from a subsidiary to a 
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parent company and with free trade, that level of trade is not 
going to change. It is going to stay about the same and in some 
cases it will) just disappear. They may decide to put on an 
extra shift in: Akron,. Ohio and; do away with the plant here. 

So,y if ranybody; isegoing, tomhave,.toe, takebup -the slack, 
itlisigoing touhayesto beythessmabLler firms. As I said before, 
the fortunate thing, from my exporting survey, is that we do have 
good quality products that are in demand. But we are just not 
doing much of a job selling them, so far. 

MR. FERRARO: How do we change the attitude that you 
have talked about? 

PROFESSOR BEAMISH: You institutionalize inter- 
nationalization. 

MR. BRANDT: One of the things IT&T was doing or is 
attempting to do, through some of these trade shows and commissions 
that go abroad, they encourage companies not presently exporting, 
to get on one of those missions and test the market in various 
jJuxrisdactionsi. 

PROFESSOR BEAMISH: Good idea. Yes, absolutely. 

MR.BRANDT: I wanted to pursue the question, the 
sort of package of needs necessary to be a successful exporter. 

You indicated you have just been in Hong Kong for 
two weeks and I would imagine you came in contact with the Hong 
Kong Trade Council? 


PROFESSOR BEAMISH: Yes. 
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MR. BRANDT: I find that to be a tremendously 
powerful group and you may know more about it than I do; and if 
you can explain or amplify on some of their activities, that would 
Dev OLE*interest; #1: think,: to cthis’committee. 

In addition to that, I wonder if you could perhaps 
draft a quick agenda of the sort of job categories that would be 
needed to have a comprehensive export program that would reach 
into these other eighty per cent of companies that are not 
presently doing business in the export market? 

You have already identified the fact that there 
probably is a need for lawyers, certainly, in international law, 
probably salesmen, and could you give us some job categories? 


I think that would help us. 


PROFESSOR BEAMISH: Recognise that Business or 
Commerce is a major degree in Canada. There are more people 
graduating with that degree than anything else. These people 


go to work for Basan tine firms -and*=the banksmand) Llotsrofelitthe 
companies. 

The problem has been when they have gone to work 
in those companies, for example, primarily non-exporters, they 
just are not thinking in terms of exporting; they don't know how 
to do it themselves. Most likely they have never received any 
braining.= -lheremisneteaugreat pressure, to-do it vandetherefore 
they don't do it. 


Now, I think that the type of program I'm talking 
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about in terms of an agenda, we are really talking about something 
more fundamental. There is no single thing that is going to 
solve the problem. 

I really think we have to change the thinking, the 
approach of the business graduates that we turn out. We have 
just got them thinking too much in domestic terms. 

It has to be knee-jerk. When they think about 
doing business and think about what products they are going to 
sell and the markets they are going to sell them in, in that 
list of markets, they don't think of markets as the province of 
Ontario or the province of Quebec, they think of the provinces, 
the States and other countries. 

Now back to your point regarding Hong Kong. 

They have a phenomenal system, comparable to our BOSS, the 
Business Opportunities Sourcing System. If you have a request 
in Hong Kong to do business, if you want to find somebody, they 
will give you six answers in about an hour, of companies who can 
meet your needs. 

Now, there is no excuse in Canada, for us not 
having the top system in the world. Canada's range of skills 
is bi-modal in some respects. We have a resource sector that 
is very strong, and we have a highly educated workforce. 

In terms of management-information systems, we 
Should be a world leader. 


Why is Hong Kong a world leader in management- 
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information systems? I can't answer that question, other than 
the fact that they deem it important, and up to this point, perhaps 
we haven't put enough emphasis on it. 

MR. BRANDT: To put it more precisely, if you have 
a product you want to import into Ontario, and decide; mash an 
example, let's use a company give-away promotion item like a pen 
Or pencil or whatever, if you were to phone the Hong Kong Trade 
Council and if you indicated that you wanted a million of these 
pens, imprinted, in avparticular price range and so forth, what 
you are effectively saying is that they can give you all the 
companies in Hong Kong that do business in manufacturing pens, 
virtually instantaneously? 

PROPESSORVBEAMISH: 0° That's: correct. 

MR. BRANDT: I knew that was the case but I wanted 
to extend it so that the committee would understand what they do. 

Could you also perhaps indicate what the Council 
does on the other end, in terms SP Spee promotion? Because my 
understanding is -- if you have knowledge of what they do in 
this respect to -- that they have something like fourteen hundred 
operatives around the world, who are constantly out there trying 
tofind new products to sell and they are constantly feeding back 
into the Trade Council, which in turn is trying ‘to meet the needs 
of whatever the marketplace demands are, of the various market- 
places of the world. 


Now, we do it to a certain extent, but we are not 
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doing it nearly as much as they are, and they are using the system 
both ways, both people coming to them and also salesmen out there, 
coming back to them for the same kind of information. 

PROFESSOR BEAMISH: Yes. Now, I'm not'sure, to be 
honest, that we would necessarily solve anything by creating 
two hundred positions and suddenly having two hundred roving salesmen 
as part of the Ontario government, to do this, because I think the 
problem goes deeper. 

I think the problem is with our businessmen, it 
starts there, and the universities have to take some blame. I 
don't think we are turning out people with the proper attitude 
and I don't want to sound like a broken record, but that's the 
reality and thabiicimy, Pee ans 

I know what our graduates are like. Wilfrid Laurier 
has got very good graduates and we can stack them up against anybody 
in Ontario but they are just not trained enough to do the jobs that 
we are talking about here. 

So, ft “Mm not sure,,sir,, that those types of positions 
ane ADDrOpLiatemab thisestage.. Jabhinkswoshave tosstart with 
internationalizing the curriculum and once we have got some 
people there and the demand develops, then a program such as you 
are implicitly suggesting, might be appropriate, an expansion in 
that area. 

Certain things like the NEBS program are a great 


idea, and the marketing internship program, which pays half your 
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salary for up to two years, for a business graudate, up to 
30,000, 40'S 4 Great idea, it has been very effective, I think. 
These are all good ideas, but it cannot be the government arivy ing 
$8) 9 You have got to get back into the businesses, back into 
the students, back into the students working and graduating into 
those businesses. 

MR. MACKENZIE: Some of those incentives might 
Gele use into Ltrouple, 

PROFESSOR BEAMISH: I'm sorry? 

MR. MACKENZIE: Some of those incentives might get 
us into trouble, if we got into free trade. 

MR. TAYLOR: He is being facetious. 

MReeMACKENG.e «= Subsidres .... 

Can I ask a question which is in response to your 
$10 trick with your students, what do you use as the criteria, 
and you said the ten biggest countries ~-? 

PROFESSOR BEAMISH: The ten largest in population. 

MR. MACKENZIE: Oh, I See. 

PROFESSOR BEAMISH: Then I turn the question around. 
Who are the ten largest traders with Canada, and nobody gets that 
one either. The $10 stays on the table and nobody hasever taken 
Seo tLe 

THE CHAIRMAN: The ten largest companies? 


PROFESSOR BEAMISH: No, no, the ten largest 
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eountraes: 

THE CHAIRMAN: Mr. Treleaven. 

MR. TRELEAVEN: Two things. You mentioned about 
having salesmen out in the international field. Are you familiar 
with, the Ontarlo;international Corporations i Silagntly? 

PROFESSOR BEAMISH: Slightly, yes. 

MReaTREUEAVEN terre, ts. an. Ontard OmerOWwne COMpoGcat Von 
and basically it has a couple of salesmen out, who tie together 
packages in the international field, they are a broker or go- 
between, whatever, and feed back to Ontario corporations. Is that 
kind of thing desirable, if instead of two salesmen and office 
staff, if that were moved up ten times and spread throughout the 
world, is that an advantage? 

PROFESSOR BEAMISH: I don't know enough about 
the program, sir, to answer that; I would have to seenore about 
ists 

MR. TRELEAVEN: Okay, and the other thing is 
recently, within the last week and a.half, I eee ee Japan 
has made a suggestion to our Minister of Industry and Trade 
about certain young people from Ontario going over for a one- 
year program, to work in industry in Japan, learning jobs, and 
SO On: 

PROFESSOR BEAMISH: One of my students went over 
on his own. Tteitssanverynditticulteathingstoverrange sbutgreais 


a great idea. I mean, if we can get some people from Ontario, 
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speaking Japanese and willing to live there for five years, we 
can do wonders, we can really start making major inroaas 1nto 
those type of markets. — 

MR. TRELEAVEN: This is a one-year program, I under- 
stand, and I understam the Ministry has not yet taken a position 
as to whether they want to encourage it or not. BUG=VOUraroein 
Favour Of that -Kkinid or thing 2 

PROFESSOR BEAMISH: I'm in favour of anything’ that 
will internationalize our thinking and that of our graduates, 
because if they are going to invest a year learning the language, 
chances are they are going to return there and they are going to 
have a skill that a lot of companies, who want to do business or 
are doing business in Japan, will hire them for. 

MR. TRELEAVEN: Thank you. 

THE CHAIRMAN: Attitude is a very difficult thing 
to comprehend. You are suggesting, I suppose, because it is 
difficult “to start anywhere*else,1t Has got to start with the 
government encouraging colleges and encouraging prences in 
thinking, I suppose, amongst the people? Wun Ot "Cre ewC rsa G., 
but where do we start? 

PROFESSOR BEAMISH: I think it is a shame it hasn't 
happened internally, that the universities haven't simply decided 
this is the way to go. But tne reality? is "thatraboest fs = often 
all that is necessary. 


THE CHATRMAN: It isn't just the universities. 
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There hasn't been any incentive inside businesses either, I mean 
the businesses themselves? 

PROFESSOR BEAMISH: A lot of them are just too 
comfortable: a lot of themuri gi teanowsa ces diioac COO. COMLOL ta ven. 

THE CHAIRMAN: Mr. Taylor says a lot of them are 
dying and don't even know it. 

PROPESSOR BEAMESH: Ji vougo ito, free trade quickly, 
a lot of them will die and they won't know what hit them. 

MR. TAYLOR: They are becoming obsolete, some of 
them, because they are not keeping up with the new technology, 
because they don't know what's going on around the world, the new 
development in technology and with respect, I think that you might 
consider educating or informing the general public first, because 
Ldont think thate the ceperals publica 

PROFESSOR BEAMISH: I'm sending this to Policy 
Options. 

MR. TAYLOR: I really don't think the general 
public, the ordinary man on the street, our ordinary citizen and 
worker, appreciate the importance of trade, of what he is making 
and what happens to it, after it gets out of the shop, and what 
happens if we didn't trade and if a third of our GNP depended 
on trade, what would happen if you didn't sell those goods, and 
where do you sell them? To me that is a public educational issue. 

PROFESSOR BEAMISH: Yes, yes. 


MR. TAYLOR: So maybe TV Ontario should get 
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involved in this thing? 

PROFESSOR BEAMISH: I have done my best, since I 
have jumped on this one, and it is an area that concerns me. | 

tithe Wast’issue"ot the Business Quarterly, there 
Woe 7d SeeuLet” bewlroce Ol tits: subject, in there; responding to 
somebody else's article, that we should be emphasizing markets 
Nore tia Products ;) Insteaw Of product proliferation, Lets? Locus 


On markets and what it takes to do well there. 


You know, the gentleman the second from the right 


Pnere* sry. 

THE CHAIRMAN: Mr. Mackenzie? 

PROFESSOR BEAMISH: Mr. Mackenzie made the point 
that my presentation is an auxilliary point. It may be 


auxilliary to what you came here expecting to hear, but I really 
feel it is fundamental to the whole discussion. If we want to 
implement -- 

MR. MACKENZIE: I don't really disagree with you. 
It wasn't on whether or not it is a good idea. 

PROFESSOR BEAMISH: Freer trade is a good idea, 
but we have to be doing a few other things, and that's what I 
wanted to talk about. I assumed, my assumption, that you 
probably hadn'theard this sort of material before, and I didn't 
think you wanted to hear another yeh or nay on the whole discussion 
of free trade? You have probably had several dozen of those. 


MR. BRANDT: You said freer trade as opposed to 
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free trade? 

PROFESSOR BEAMISH: I don't care which label you 
use; Jy mi not, canghie upaainy theatre 1Okaye, 

MR. BRANDT: Many are caught up in that. 

PROFESSOR BEAMISH: Canada is going towards more 
trade, increased trade, and I think we should be doing it with 
all countries, not just the United States. The benefit of the 
typet of f training! I ‘m talking) aboutiis, that) a typositionsius. co .do 
more trade with everybody. I'm not talking about courses in doing 
businessstinstheiueses 

MR. HAGGERTY: You're not talking about fair trade? 

THE CHAIRMAN: And enhancement? 

MR. HAGGERTY: You covered everything but fair 
trade? 

PROFESSOR BEAMISH: My secretary -- I actually had 
fair trade written in there, but when I got this back from the 
seqretany oca. 

MR. MACKENZIE: That's a play on words. I 
agreeywtitheyvou jst arrstrade:. 

PROFESSOR BEAMISH: Okay. 

MR.HAGGERTY: Nov, when s#iligo.back., siebhinkayveou did, 
I believe you did say fair trade. 

PROFESSOR BEAMISH: Yes, I said fair trade, but it 
wasn't typed in. 


THE CHAIRMAN: I wonder if I could move to another 
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area and your knowledge of it, if we may. 


One area that we are supposed to be looking towards 
in the future, a couple of areas we are supposedly looking at and 
should be concentrating on, one is the service peta and you 
have enlightened us on several aspects of that; and another is 
high tech industries and that is, I suppose, industries that have 
a large proportion of their activity going towards research and 
development? Canada runs dead last among the top seven industrial 
nations in high tech, and we are particularly bad in some areas 
there. I imagine Ontarioulcra little bit of a leader) tierce, spur 
we are still not doing very well. We are told that we can benefit 
by shaving freer trade with the United States in that area. em 
trying to grasp in what ways. 

We had one presentation to us that indicated that 
there aren't the considerations you have in the manufacturing 
industry, you don't have to worry about raw materials and closeness 
of markets and so on, and some of the considerations are very 
nebulous, where maybe the president wants to live and things of 
that nature. 

Does that rie. in at. all with the lack of salesmansiip 
thateyou are talkingsabout, the lack«of ability to deal with other 
markets? If we don’t get involved in. this, are we going to lose 
OUc ee necoatearea,. CarticuLarly: 

PROFESSOR BEAMISH: One of the questions in my 


export survey was to examine the level of technology involved. 
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What I discovered was that the higher the technology involved, 

the greater the export performance. When Ontario~based companies 
have put their mind towards producing higher technology products, 
they have been able to sell them very well in export markets. 

5O the question, 2S Notacan WertdoOultw sWerCal COL. 
Are we doing enough of it? Likely not. 

THE CHAIRMAN: Well, would we be able to sell 
high tech industries jin Ontario? What should we be doing in 
this area? For instance, this region should be the high tech 
region and the percentage of the workforce in high tech is much 
less than in Ottawa. Is there more salesmanship in Ottawa? 

PROFESSOR BEAMISH: No, there is more government 
money. The federal government got half these companies started. 

THE CHAIRMAN: What are we going to do, when we 
suddenly open the doors? They are not going to flock here, I take 
oi tts 

PROFESSOR BEAMISH: Instead of expecting a flock 
to come in, we have to help our existing companies to fly out. 

We have lots of examples of successful small high tech firms 
selling outside Canada. 

The problem has been these companies do not have 
very many salesmen. I can come back to the same point I'm making, 
they don't have enough people beating the bushes. 

MR. TAYLOR: It is expensive. 


PROFESSOR BEAMISH: I'm sorry? 


39 

MR. TAYLOR: It's expensive? 

PROFESSOR BEAMISH: It is expensive but the 
government's program, the one we were talking about, it is a 
great program. It will pay half the salary for export marketing 
up to $30,000 a year. 

MR. TAYLOR: When youtalk about penetrating foreign 
markets and establishing a presence --? 

PROFESSOR BEAMISH: -- depends on the foreign 
market, I mean if you want to establish -- 

MR. BaAYLORsene nea. Ss. 1S easy. 

PROFESSOR BEAMISH: But most of them haven't done 
that in a complete rigorous fashion yet. 

MR GAY LOR t'mM.not quarrelling withsyou. 

PROFESSOR BEAMISH: I realize that. The cost of 
SCECING Up an OLbLiceein Chinaeis $250,000. 

MR. TAYLOR: I have made the point you are making 
many times in the past, and I fault to a great degree many of 
our industries, that are pretty naive and have never made the 
effort, because they have never had to make the effort. 

PROFESSOR BEAMISH: That's right. 

MR. TAYLOR: The day is coming now when, with a 
Single global marketplace, everybody has to hustle internationally 
and if they are going to survive, they have to understand the 
marketplace. 


PROFESSOR BEAMISH: If we look at the example of 
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Sweden, a country with eight million people, the same sort of 
standard of living as Canada and yet they have relative to Canada 
a disproportionate number of multi-nationals. They are doing a 
good job selling their products outside their own country. 
Because the attitude that is implanted in them is don't think in 
terms of the Swedish market, that‘s too narrow. And that has 
been the problem in Canada. 

MR. MACKENZIE: On the other hand, they have also 
protected, to a large extent, things like cars, by developing 
their own domestic cars, and their own aircraft, and so on, and 
they have a form of content legislation that has protected many of 
their industries. 

PROFESSORS BEAMISH: ) Yes. = (Wedele -2 or 

MR. TAYLOR: You,justmeng oveit: iim, sorry «oe 
jump in with an aside -- and I'm talking to the reporter now -= 

MR. MACKENZIE: It happens all the time .... 

MR. TAYLOR: =a VOUS. aie Was Gousitiback and 
enjoy all the benefits. | 

MR.MACKENZIE: He is just so far left, you see, 
and we have difficulties with him on this committee .... 

MR, TAYLOR: | Youngust relax invethatesociabtsafety 
net. They make it a hammock. 

MR. MACKENZIE: Before you leave, Professor, can 
I have your list»of »thenten countries? 


MR OeTAYVLOR ¢ & oHe “wants (enewmten soucks 4... 
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Mine rAGGie tye lot Givestt to him... 

PROFESSOR BEAMISH: The one they always miss is 
Indonesia. 

MR. MACKENZIE: I would like to know if I'm right. 

PROFESSOR BEAMISH: Go ahead. 

MR. MACKENZIE: China india, the: U.S .o nace 
U.S.A., Japan, Indonesia, Brazil, Germany, Pakistan and Mexico? 

PROFESSOR BEAMISH: No. oe ae Ds OL eand 
put Bangladesh in. 

MR. MACKENZIE: Doesn't Pakistan --? 

PROFESSOR BEAMISH: They are separate countries. 

MR. SEA You owe him ten bucks, Bob. 

THE CHAIRMAN: Indonesia is in the top five, isn't 
AS Ry 

PROFESSOR BEAMISH: Yes. 

MR. TAYLOR: Were you an Ontario scholar, Bob? 

MR. MACKENZIE: No, I just have an interest in 
things like that. 

THE CHAIRMAN: Bangladesh is what, about eighty 
Mid st Olle 

PROFESSOR BEAMISH: No, I think it is over a 
hundred million now. 

THE CHAIRMAN: So, that's the sort of market we 
should be looking for? 


PROFESSOR BEAMISH: It's a silly little game, but 
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it proves a point, that our educated graduates don't have the 
sense of a place like Indonesia, which is a hundred and forty 
million people, with a rapidly growing market. 

MR. MACKENZIE: And Mexico? 

PROFESSOR BEAMISH:s One hundred million. I mean, 
1 sva siily game, soutien. 

MR. FERRARO: The President of the United States 
doesn't know who his largest trading partner is. 

PROFESSOR BEAMISH: Oh, well, let's not talk about 
jolla eh ote oe eae 

THE CHAIRMAN: We appreciate very much your 
presentation and I think there is no doubt, it is something we 
Haveonoe really focused on. We should be considering it and 
there 1S-no doubreeing my mind that. ts something that can be 
considered in our report, most. definitely. 

PROFESSOR BEAMISH: Okay. Thank you very much. 


THE CHAIRMAN: Thank you. 
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Sault. Ste. Marie, Ontario; 
--—— Upon commencing™at’ 10.00" a.m. 

THE CHAIRMAN: We are ready to start and I will 
say on the record that the committee is extremely happy to have 
a chance to be here in Sault Ste. Marie and listen to the 
submissions that are lined up for today and it looks like we have 
a very busy day today. I only wish we had more time to listen 
to submissions here in Northern Ontario; at least before our 
interim report, which is due in a couple of weeks, this will be 
OUC Only ivisit. to «tne none. sla hope we get back prior  to,our 
final report. 

The first submission we have this morning is 
from the Algoma Steel Corporation, Mr. Melville, the secretary 
of the Algoma Steel Corporation is going to deliver this 
submission and I think everyone has a copy of it. 

Our procedure is usually to listen to your opening 
Submission with a minimum of interruptions and een Lisvyourdons sa 
mind, we will put you on the firing line with some questions. 

MR. MELVILLE: Certainly. 

Mr. Chairman and members of the committee, I would 
like to welcome you to Sault Ste. Marie. I apologise for the 
weather, but I can attest and daS-l-am sure Karl can too, it didnt 
really matter which day you picked, w weren't going to do much 


better than’ this =... 


Lt appreciate also the opportunity to convey our 
views On this trade’ issue. We’ think it is of significance to 
this province and” fo” the country at large, and the’ long term 
implications that are involved. 

As most of you may be aware, the steel industry 
in Canada has been involved in trade issues, it has been a high- 
light, and I think it has been characterised the last two years, 
from Algoma Steel's perspective, as well as other companies, in 
terms of being the issue of the decade. 

Algoma is directly concerned. We are the largest 
exporter of steel products from Canada to the United States and 
the United States also represents a major source of our raw 
materials. We have more than a casual interest in the outcome 
of the deliberations of this committee. 

By way of background, we are the third largest 
steel producers in Canada. We are operating at approximately 
three million tons of raw steel today with nine thousand employees 
in Canada. 

Our se xpOLrts, svVaricually a kiero witch at emdleected 
at the United States, account for about twenty-five per cent of 
our annual sales or $300 million. 

Our purchases are at least as great; in other words, 
our U.S. purchases at least equal and often exceed our total U.S. 
export generated revenue. 


The duty into the United States on Canadian steel 


products that we produce, ranges from five to six per cent on 
average. From the U.S.s. into Canada? then .Smuexportstefistecs 
products which compete with Algoma Steel, ranges from seven per 
cent. We have a modest advantage on duties. 

Coal and iron ore, which we purchase in the United 
States, enters Canada duty free. 

Our position has been an endorsement of the 
bilateral trade option, and I believe Algoma's position is 
consistent with most, if not all, steel companies in Canada. 

Of which, by the way, there are more than four hundred Canadian 
companies which do export steel to the United States and, as I 
say, I think there is a concensus of view that we encourage and 
endorse negotiations of a bilateral trade arrangement with the 
United States. 

The principal reason for our position is an 
avoidance of protectionism. We were caught on the first 
protectionism wave back in late 1983, we were confronted with 
a'steel quota’ bill as well as a Section :201 Sevciout which 
is a safeguard measure which was initiated in the United 
States against all steel imports. 

It was only through an enormous lobby, an 
unprecedented lobby by the steel industry, in combination with 
both the provincial government and the federal government, that 
we were able to escape this trade barrier, which has since been 


constructed against most steel imports in the United States. 


5 

The reason why we were excluded was our argument 
that we had a tradition of fair trade with the United States 
and all the evidence was certainly consistent with ii ata Sateen, 
that we are fair traders. 

We also demonstrated to the United States 
officials that there is a mutually beneficial two-way trade with 
the United States in steel. They are still surprised to learn 
that Canadian steel companies buy more materials in the United 
States than they export, of finished products, to the United 
States. 

At present, as I mentioned, there are a number 
of countries which are restricted in their ability to sell 
steel to the United States. We are as of this date unrestricted. 

However, our position is far from secure. There 
Loecons LUerables pressuresbeimgibualt “in the United? Statesn to 
force Canada into what they refer to as a voluntary restraint 
agreement on steel. ican) assure: you, those vagreements: are 
far fromevyoluntary, 

Protectionism or protectionist sentiment 
generally in the United States we believe is uncontrollable. 
There arenearly four hundred Bills now in Congress, all of which 
contains some’ form of\ trade barriers: 

In| fact, even the ardent free traders in the 
United States, including the Congressmen, acknowledge that many 


Sof, those+Balisawiidspass: Actually, a number of those Bills 


have rallied enough support for them that they will not only 
pass but be capable of overriding the Presidential veto. 

From our perspective, trade has certainly 
supplanted tax reform as the number one issue in Washington. 

It has also been our experience in Washington in the course of 

our lobby, that we cannot rely on a perceived special relation- 
ship with the United States. We believed when this issue first 
arose, we had a number of natural allies. The American Iron 

and Steel Institute is a very powerful organization of steel 
companies, of which seven Canadian steel companies are also 
members. As well, the United Steel Workers of America represents 
Canadian steel employees as well as U.S. employees. 

Perhaps naively, we believed that both those 
organizations would come to our assistance. That asd not occur. 
In fact, the ISI and the steelworkers Union were driving forces 
behind” restrictions, inciudang restrictions on Canada. 

So I do not think that we should act under the 
believe that the United States in constructing its trade barriers 
will permit Canada to escape in very many circumstances. Steel 
is one. We have escaped to date, but I don't think that is going 
to be a precedent for the future. 

The consequences of restrictions on Canadian steel 
exports to the United States would be devastating to the industry 


generality Dut to Algoma in particular, The advocates of 


a 
restrictions have suggested that we have an enforced market share 
Sie oe DeL econ. We presently have a market share of slightly 
over three per cent. This would equal a twenty-five per cent 
decline in steel exports to the United States. 

To give you some idea of how serious this threat 
is, I'm going to quote from the American Metal Market Bulletin, 
which is the leading steel trade journal in North America. This 
Sr ete cools da todmoecptompern 20th, 1985, it"s, quite lengthy. but 
the first paragraph reads: 

"The Reagan Administration appears closer than ever 
to asking Canada to enter into a formal agreement to limit 
its steel shipments to the United States to about 2.5 per 
SH SHREK eB OF wl T= MN RS aly (2 SY oe 

and then the article goes on to quote from Joseph Papovich, who 
LepOrtssOLrec ly torcuay con Yeutter, SO it 1s clearly=from a 
SGuiceominat cabilesw a Groeav Geal Of AULNOrIty.. 

""Tf we were forced to reduce to a 2.5 per cent 
market share and making certain assumptions on how that 
market share would be allocated amongst the four hundred 
Canadian steel companies that export ...." 

andy aLoe way = Snould injec. at this point, nave no idea 
how that would be allocated? Administratively it would be 
virtually impossible to allocate that or account for steel 
shipments as they cross the border. There is in excess of one 


; 
hundred thousand steel entries into the United States a year. 
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It would take a massive computer to track that. 

Right now we have a stainless steel quota with the 
United States, there are two companies that produce two products 
and they will acknowledge that their truck shipments are tied up 
at the border because the computer cannot even handle two companies 
and two products. 

If you extrapolate that into more than four 
hundred companies and perhaps one hundred and fifty to two hundred 
and fifty products, I think you see the administrative nightmare 
that would result. 

In any event, if we were asked to decline to 2.5 
per cent, making a simple allocation, Algoma Steel would lose 
approximately $65 million in sales annually, which is equal to 
one hundred thousand tons. 

At a very minimum, we would reduce employment by 
two -hundred-and fifty. That as just -at-Algoma Steels That does 
not include the associated jobs in this community and elsewhere 
relating to transportation, material supply, et cetera. 

As you can see then, the restricted access would 
seriously impact Algoma Steel. 

20/mc Algoma supports a bilateral trade arrangement. 
However, it is not based merely on the threat of protection. 
It has to be and is coupled with our competitive ability with 


the United States. 
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Until the advent of these trade issues, we have 
always viewed, as did the U.S. steel industries, viewed North 
America as a single steel market. We have common customers, 
with customer loyalty on both sides of the border. We source 
Our raw materials, and many times in the case of joint ventures 
with U.S. steel companies, but certainly they are obtained from 
common sources. Our wages are very Similar. We are both 
characterised by private ownership. 

To.USeCODOn. faa "S words, which have now become 
a.bat ofWavciliche,.butsiethinkthe® spoke ‘them first) |) we7%play von 
a level playing field with the United States. BY CcOntrast, 
Pie offshore producers, Europe, Japan and lesser developed 
countries, are characterised by low wages, often poverty level 
wages. Tremendous amounts of government subsidization, anda 
tremendous and irrepressible need to simply create employment and 
generate foreign currency. Profits fall very low on their list 
O£4 priorities. 

Thisv¥ileadssdirect ly eto-unfair eae practices 
and the U.S. and Canadian steel companies have suffered considerably 
Aseeae Te Siulc. 

So we do not hide behind tariffs with the United 
States. We appreciate tariff protection from the offshore 
countries, but from the United States, we believe they are not 
truly necessary. 


A recent comparative study ranked Canadian steel 
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producers, the big three Canadian steel producers, first, third 
and fourth of the top eleven North American steel producers, in 
terms of competitive performance; in other words, we captured 
three of the top four positions, and the other eight being all 
UaSs sPpEOoducess. 

Now, the currency exchange rate contributed very 
littlestosourspertormance, lfivanythingeatwalis Bear in mind, 
as I say, we buy, we spend more U.S. dollars in purchasing our 
raw materials than we receive from our exports. So the currency 
exchange rate is relatively neutral; certainly to Algoma, and 
possibly to the entire Canadian steel industry. 

So we have encouraged bilateral trade, because we 
do not object to having to compete with the United States; in 
fact we look forward to it. It reflects the reality of the two 
industries on both sides of the border, playing on that level 
playing field. 

Certainly, a bilateral trading arrangement would 
notsbe sastactorhinsourrdecision!testocate eke Our 
investments are principally in Canada and will stay principally 
in Canada, with a bilateral trade arrangement. 

But I should point out -=- because transfer of 
investments has been discussed in combination with this issue -- 
in general there seems to be concern that investments will be 
transferred out of Canada. Only speaking for Algoma Steel, 


I can tell you without a bilateral trade arrangement, it is 
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conceivable that our investments could be moved into the United 
States, and the sips for that is long term protectionism. 
And I am not referring to arspeatae or the year after, but 
perhaps the next decade. If we were continually subjected to 
protectionism, we would have to review the appropriate location 
Of Our “production facilities. We may in fact have to produce 
goods in the United States, to be able to sell them in the 
United States. 

So I suggest that a bilateral trade arrangement 
would go a long way to allowing us to keep our investments in 
Canada. 

I would also like to comment on the provincial 
Submission to the Premiers anne of last month, referred 
to as Canada's Trading Relationship in a Changing World. There 
are many areas in that document with which we agree, but I 
think there are some areas with which we do not concur, and it 
may be useful if I discuss them briefly. 

Parstly, there wssadvocation of aemultz—lTateral 
approach to our trade problems. t think therewis ‘a, dichotomy 
that is created in that document. They have advocated a multi- 
lateral approach to the present trade problems, and then in the 
next breath they go on to say that we should intensify our 
lobby for some form of exclusion from these trade barriers. 

I say that is a dichotomy because, as I understand 


it, GATT requires protection only to be used as a safeguard 
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measure, and we have seen that nee in Our Section, 20) petitions. 

It also requires that safeguard measures be enforced 
on a global basis and not on a selective basis. SO =. don tothink 
Canada really would be able lobby for exclusion, as we have 
fortunately been able to do for steel. 

I also suggest that protectionism is transforming 
into trade barriers at a far greater rate than can be addressed 
by a multi-lateral approach. 

We are in favour of multi-lateral approaches in 
the long term, but I think we have a problem right now that is 
just too imminent to be dealt with in that manner. 

Ontario has also recommended a thorough analysis 
Of all the implications of free or freer trade, and tcoome ities 
semantical .... but they have recommended a thorough analysis 
of the implications of the trade options and I would agree, if 
it was a perfect world, but it isn't a perfect world, and in 
this case the overriding factor is that time is clearly of the 
essence. 

I would suggest that if we delayed negotiations 
for a year or longer, then we will have clearly lost the 
opportunity that is available to us today. 

I would also suggest that the negotiations with the 
United States would go a long way to answering many of the 
questions and resolving many of the concerns that have been 


raised by the province of Ontario. 
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It has also been publicly reported that the United 
States is not receptive to trade negotiations. Our experience 
is in direct contradiction. President Reagan and Malcolm 
Baldridge, have both recently reiterated their commitment to 
pursuing liberalized trade with Canada. 

We have had dozens of meeting with Senators, 
Congressmen and, administration officials, and each of them has 
Sar auLOwlsoetiateiatetsoumportant, for Canada to get on with the 
pursuit of liberalized trade. 

We cannot continue to pursue exclusions ona 
product-by-product or sector-by-sector basis. Congress does 
not have the patience and we do not have the resources to deal 
with trade matters in that manner. 

We must carve ourselves completely out of the 
impending trade war with the United States. 

I would also point out the negotiations themselves, 
whether or not ever consummated, would be almost as useful as 
Reese agreement. Congress would have a very difficult time 
in imposing trade barriers on Canada, at the same time that we 
are legitimately pursuing a liberalized trade agreement. 

Thevwprovinceial report alsosexpresses areasnof 
caution; that there will be winners and losers, and that we 
should look at those losers and analyze those implications 
ia Padely Again I agree, but I would also say that that can 


be done in the course of negotiations. 
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I refer you to the United States-Israeli trade 
agreement, which itself identified many vulnerable sectors and 
adopted an appropriate treatment to deal with those sectors. 

I assume this approach would be available to Canada? 

TO.Conclude, Lteis: oursbeliet- that protectionism 
will not disappear. Steel has been threatened in Canada, as 
well as a number of other sectors, certainly lumber, fish, and 
L think that List “1s going scoecontinue to grow. 

We have for two years now, recognised bilateral 
trade as a solution to this problem. We do not question the 
Magnitude of the decision that has to be made to pursue bilateral 
trade, but we also contend that the threat to the Canadian economy 
and to the steel industry in the absence of an arrangement is 
of far greater magnitude. 

We have urged the federal government to pursue the 
bilateral trade option and we now urge this committee to endorse 
the reference. Thank you and I welcome any questions. 

THE CHAIRMAN: Thank you very Eder That was a 
very clear presentation. 

Gentlemen, I remind the committee that because we 
have a tight schedule today, we have about thirty-eight minutes 
now to ask questions. 

MR. CALLAHAN: I would like to ask what is the 
make-up of Algoma in terms of Canadian ownership? 


MR. MELVILLE: 98.5 per cent, 99 per cent, Canadian 


i 
engage te Ob perrcentsor that’ 1s “owned *by, -“Canadianapacific 
Enterprises, we are a subsidiary. 

MR. CALLAHAN: My second question is, in reading 
through this brief and in considering, what is the attractiveness 
of Americans buying steel here now? 

MR. MELVILLE: Well, this is a view that we have 
reinvested massive amounts of cash, generation of cash over the 
years, into steel producing facilities; in fact, I think we have 
reinvested at a rate 50 per cent greater than the United States. 
As a result, we have far more efficient facilities and we 
certainly have far greater slab casting facilities, far greater 
computer enhancements, we are simply more efficient than the 
United States. We can compete with them on a quality basis and 
as well on a price basis. 

I would also point out that we are located a lot 
closer to their markets than many of their stee mills. Hamilton 
Lsyassctoserto Detroit aseanvy Of thermajorouss 3-mil Usve Liwesmre 
certainly closer to Michigan and the Mid-West than any U.S. 
steel producers, so there is also transportation advantages to 
those sectors that we service or the geographical regions we 
service. 

There are a number of reasons why we are competitive 
or an’ fact’ more efficient ‘than the’ U.S. steel mills. 

MR. CALLAHAN: Having said that, that the only 


thing that is really making this critical is that the Congress 
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down there is getting protectionist? 

MR.MELVILLE: I would have to say that, to me, 
isthe catalyst for ourypositicon. We have faced protectionism 
head on. We were within inches of having our access to that 
market restricted, and the level of restriction would have been 
disastrous. 

We have got a $350 million tube mill in the course 
of being constructed: in fact pit is.about three-quarters fLinished 
at aS Ouran. If you impose quotas on Canada, given that that 
mill is not even in production, there is likely to be no allocation 
for the product to come offathatamil lL. That mill was justified 
on the basis of a forecast that showed a substantial percentage of 
that product going into the United States. 

I hesitate to go back and re-do the justification 
analysis without access to the United States. I'm afraid of what 
the result might be. 

MR. CALLAHAN: So really,in a nutshell, what it 
boils down to is because some Congressmen down there are getting 
political, .really,, that is. what iis forcing: Chis sissue? 

It is not a question, of competition, or.a question of modernization 
or being able to produce the best product, but simply protectionism? 

MR. MELVILLE: That's the catalyst. As I say now, 
free access may in fact generate jobs for Algoma Steet, but I 
don't think I even need to speculate on that. Rather, without 


any .speculation,.1 .can simply. look. to, protectionism, whichis 


Ley. 
oe: EW Lg ak of = Fk PS Peicaley convinced that without a bilateral trade 
option, we will be subject to protection within a year or a year 
and a half. I merely have to look at that. I guess what I'm 
saying, I only need one good reason to encourage bilateral trade 
and I think that is an awfully good reason. 

Now, if we were not competitive with the United 
States, I would have to then weigh those factors, but being we 
are competitive, that really is the only reason I think we need. 

MR. CALLAHAN: Thank you. 

THE CHAIRMAN: Mr. Mackenzie. 

MR. MACKENZIE: I think you touched on one of the 
problems we have, and I know your brief is much stronger in terms 
of what appears to be a positive free trade approach and bilateral 
taux Smcoan cnee=prier from Stelco. Have you any particular reason 
why you would be taking that stronger position? 

MRO MELVILLE We ship about 25 per cent of (our 
product into the United States. LE don't know what their exports 
are put tebelieve they are 10uper cent or less. So we have 
a far greater reliance on the United States than they would and 
than any other steel company in Canada has, in fact. 

MR.MACKENZIE: Can you give us any idea of what it 
would mean in terms of additional jobs or would you merely be 
protecting the status quo, in the event that there was a free 
border or a free flow in terms of trade? 


MR. MELVILLE: As I say, I hesitate to speculate 
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on job generation. There are so many factors involved. Really, 
we have focused merely on preserving existing jobs. 

But I would have to say that Algoma Steel, if we 
complete the projects that are presently under review, such as a 
new caster and ladle metallurgy, all of which improve quality and 
efficiency. Although somewhat speculative, I would not hesitate 
to say that with a wide open U.S. market, there is no question we 
would be in a position to ship more steel into that market and 
therefore generate some jobs. 

MR. MACKENZIE: Can I ask you, what would happen 
if the dollar gap is not nearly as-large as it is, and; “too, we 
were told by the steel industry and the steelworkers' union that 
we are about three to five years, and closer to three years away 
from massive upgrading of the large mills in the U.S., plus the 
specialty mini-mills, which is going to make for a much more 
competitive situation than there has been up until now; and the 
proposition was also put to us at that time, that if there is 
further penetration, given that they will be more efficient very 
shortly, we were likely to invite even further protectionist 
sentiment? 

MR. MELVILLE: I will address maybe your last point 
first. I> think you made) three: points, 

First of all, the mini=milils are limited in their 
product range; in fact they probably approach the absolute 


threshold at which they can produce. So we have shut down our 
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mills that used to compete with the mini-mills. We recognise 
their advantages and have shut down those mills. 

pecondly, reterring to, the prospects of U.S. 
modernization, they will always play catch-up with Canada. We 
are far enough ahead of them now, we have enough on our books in 
Lerms Of Capital expenditures, they will be playing catch-up with 
us, and secondly, I really don't believe that they will 
modernize to the degree they have promised their U.S. government. 
The reason I say that, all we have seen over the last three years 
is diversification: Unoesocteel, National, LIV, they are all 
TOOLING @LOLUtVebsit yale vacti.. 11 ..YOou want. a prediction, (U.c. 
Steel will change its name within two years. It will be U.S. 
Enterprises. 

MR. MACKENZIE: The nature of that, it is something 
like a leap of faith, we are asked to take it on faith, and I 
have a little more confidence -- whether I would like to see it 
or not -- in the U.S. to move in those areas. 

MR. MELVILLE: The only way the U.S. wiht 
modernize, it will be a twofold process; the first one is under 
way and that is the rationalization, by the shutting down of 
olldsexVseing murs. They have knocked out about 35 million 
tons of capacity in the last three or four years. That process 
will continue, but that removes capacity. Thereby, there will 
be a market out there that in a good year they cannot totally 


service. 
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They will then retrofit some improvements to 
existing? midds: They will be retrofitting things like casters, 
like ladle metallurgyand things that we are proposing right now 
COndon They will do some of that.. I don't: really. know how much 
will be accomplished, but as I mentioned earlier, it is a game 
of catch-up. In the meantime they will have shut down 
considerable amounts of capacity. 

I guess thirdly, is the currency exchange rate. 
When the President announced two years ago that they had an 
agreement wherein the U.S. dollar would weaken relative to other 
currency, we were quite pleased with the announcement and, as I 
said, the exchange rate between Canada and the U.S. for the steel 
industry is somewhat neutral. 

Our biggest problem has been we have not had price 
increases since 1981 and the reason for that is the pressure of 
offshore imports; and they have had price increase, but those 
prices increases are all reflected in the currency devaluations 
in comparison to the Canadian dollar. So by propping up those 
U.S. currencies -- and that is how we look at those adjustments .... 
it's not so much the U.S. dollar perhaps coming down as it is 
those other currencies that will come back up, which will take a 
good deal of import pressure off North America, and we look forward 
covrcnat, 

MR. MACKENZIE: Finally, one other point, that I 


think we have touched on. 


2. 

I'm convinced our real success in nenichiae off the 
problems which we can foresee, up until now, in that we are 
buying a dollar and a quarter's worth for every buck we sell to 
them and the Americans understand that. You indicate that you 
GlLerinovattalr Ly compecitcrve DOSTtiOnN. I guess the question I 
Nave=LOrdck=youmis, and the reason I ask ‘you is, can you see 
any additional jobs coming, because what has been clearly put 
before this committee is that the job losses in industry after 
industry after industry, for a variety of reasons, either we are 
not competitive or too small to compete, and even the proponents 
of free trade acknowledge that at the moment there is an adjustment 
period, and I guess just balancing that with what other industries 
are saying, and those job losses, against whether or not -- my 
POWN 1S equally “1nvolveda, 1 metrom Hamilton’ =— in’ competitiomw, are 
we able to survive, and what's going to happen with the winners 
and losers? You have to look at the winners and losers. We have 
been showing an awful lot of losers and damn few winners, as yet, 
and your own statement, the hope that we will get some more jobs, 
but I think we have had about four companies tell us that they 
have hopes for employment improvement .... 

MR. MELVILLE: I guess there are two adjustment 
ber Oasssana=t-don © question=the»fact that there will bea 
transition or an adjustment period if there is a™“bilateral trade 
agreement: 


Hopefully that will -- and again hopefully, and 


L/mc 
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a word I have used maybe too often, but .... in any event, hope- 
fully that bilateral trade agreement would be phased in to take 
into account some of the growing pains or the pains associated 
with that adjustment. 

But there is also another adjustment period, and 
that's where Canada -- and I'm convinced of this -- is subjected 
to trade barriers imposed by the United States; and if it starts 
to happen in the Reagan administration -- I don't know what might 
happen after 1988, and that will also result in an adjustment 
period, where we can no longer look to the United States to take 
products off the mills or the other investments, that have been 
built on the basis of access to the U.S. market. Lethinke that 
adjustment is at least as serious. 

In terms of there being losers, again I qualify 
my remarks, I can only speak from the steel industry's 
perspective. I know that there will be industries out there 
that will have a very difficult time. But I think there are 
also industries Outs there today that are faving difficult 
times, and I guess the answer then is do we continue to protect 
all industries or do we let matters flow as in the free enterprise 
system, to the areas in which we are most efficient? 

MR.MACKENZIE: Do we totally integrate our economy 
and take a chance with the results, is really a comparison -- 

MR. MELVILLE: -- that, I think -- 

MR. MACKENZIE: <-- your steel industry, Stelco and 


Dofasco still would survive. But the problem we have is with 
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all the branch plants. 

There is also a very good argument to make, there's 
not much rationale for leaving those branch plants in this 
country. We have been given many examples of excess productivity 
Gapacityeil heddwormrce: plants intthe"U 2S) that=couldveas. ty 
Supply the Canadian market. So what's the rationale for leaving 
them here? 

MR. MELVILLE: We are not in that business and 
really don't feel terribly qualified to comment. BUG again, 
think those are the issues. 

Ube CHALRMAN ; weMre Morin=-Strome 

MR. MORIN-STROM: I notice in your presentation 
you carefully avoided using the words "free trade" or "freer 
trade" “enhanced trade" or "liberalized trade" and most of those 
that are opposed to a bilateral trade arrangement are opposed 
towards freer trade because of what the consequences may mean, 
in terms of the economy, Canadian national identity and political 
independence. All those kinds of arguments. 

You talk about wanting a bilateral trade arrangement. 
What to you does a bilateral trade arrangement mean, specifically? 

MR. MELVILLE: I suppose, with some caveats, it 
basically means free trade. I avoided free trade because it 
tends to be a term that gets criticised. But in my view, that 
is what it is we are aiming for and we would have to aim for. 

We would have to recognise that tariffs would be 


eliminated, non-tariff barriers and safeguard measures 


24 
under GATT would be eliminated, unfair trading practice processes 
would have to be eliminated, countervailing and dumping. To me 
Py think that: 1s, tantamounc tort ree trade. 

So, lo haveravoided. tne term, Dutein fact tnat. 15 
what is meant. 

MR. MORIN-STROM: Is the most important aspect the 
tariffs or the elimination of countervailing duty or the procedures 
in the U.S., the anti-dumping procedures? 

MR. MELVILLE = faritt- is’ a Sacrifice. We havea 
minor advantage in tariffsright now, so minor that we can survive 
quite nicely without tariffs, generally. 

I think si toasSecie nOn-tariltE barriers ~itiewsatequard 
measures, the procurement policies. You see, we right now are 
suffering from the combined effects of the Canadian-U.S. procurement 
policies, the preferences. 

Where we gain a small advantage through Canadian 
and provincial preferences, we lose business opportunity in the 
United States to a far greater extent by virtue oftheir preferences 
and those preferences are accelerating at a rapid rate. The 
Surface Transportation Act denied us a billion dollars of trade 
epportunity. Lt think the steel fabricacors in Ontario nave 
estimated something over 50,000 tons was lost by virtue of that 
one piece of legislation. 

I think thirty or so states have government 


procurement policies. Again, we are at a fairly major and 
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growing disadvantage on that basis. 

So to answer your question, tariffs is a sacrifice 
and what we gain is through the elimination of the non-tariff 
barriers: 

MR. MORIN-STROM: On the safeguard measures then, 
on which was most of the attention, through most presentations, 
complained of countervailing duty provisions, and I don'tknow if 
that is a big complaint in the steel industry or not? 

MR. MELVILLE: Rechniea lly "=— "and? agaun 
Semant eCau.y ea countervailing or dumping really are not 
safeguard measures, in the sense of GATT-endorsed, like a 
Sections z01.or Section 301, where it is a safeguard from 
imports generally. 

But countervail and dumping, we have recently had 
a case filed and at least as I know you are aware, Karl, against 
SCUuveOl Se COUntrY  cubular,.Our seamless “product -goods, on counter— 
vail and dumping . 

tT, ewitnoutrany hesitation, “without -any Goubt =1n Smy 
mind, know we will not be found to be countervailed on those 
products. We just do not receive government subsidization to 
the level required to meet their test. So, I don't have a problem. 

Now lumber may have a problem. I'm not an expert 
in lumber. I understand there is a problem there. As far as 


fash,7agqgainsd don’t iknow: 


The steel industry, clearly is-not°subsidized and is 
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really not subject to countervail. That case was filed and 
in fact there is really no specific allegation of countervail at 
all: 

Now dumping is a different matter altogether. 
Dumping, from our perspective, we have tried very carefully to 
avoid dumping; but toils va difficult icalculationcto emake: 

The problem we have is we have customer loyalties 
in the United States. We don't want to lose those customers 
over the short term and find we can't sell to them in the long 
term. Se we have had to provide them with products and on some 
products prices. are,jin,.fact, lower in the, United States .than in 
Canada. 

We would be better off in the short term, selling 
in, (Canadaineno «question about 216). But we would lose that 
customer in perpetuity. 

So that again, the issue of dumping, given that there 
are two markets with two different market influences, we would be 
relieved by the elimination of the dumping process. 

MR. MORIN-STROM: If at today's exchange rate you 
are already on the border of dumping, and being in the position 
of dumping on some product, doesn't that put you into a more 
serious position, if the exchange rates become less favourable 
to Canada? 

MR. .MELVILLE: > No, now Really it ce—aLt po 28 Py 


fact we have been dumping and I'm not certain that we have, we 
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have to let the tribunals determine that in due COUTSO: wmDUis a: 
we have been, it really had nothing to do with exchange rates. 

I mean, we look at our returns as being in 
Canadian dollars, we translate everything into Canadian dollars 
and we are going to get the highest Canadian dollar prices we 
Can obtain, as a rule; and if we have to sell everything in Canada 
to_ get. that rate of return, we would. 

Unfortunately, and as I mentioned earlier,, there are 
certain customer loyalties that we have to supply them in the 
short term, for long term purposes. 

So I would say the exchange rate, no matter which 
Waysit MOVES, Gissnot gotng.toratfect,..is not going to influence 
our marketing, in the sense of dumping, one way or the other. 
iamenot SULC, eLNEtact.,, NOWmiLceCOULG. 

MR we MORIN=STROMA Right«en if. wergetsdsdeltarslhixrty,; 
asiOllar LOirtv-=Civeson whatever, «Lor -ardollarvof,-salesvingthe 
U.S., presuming the exchange rate changed, you would get a lot 
less Canadian dollar of sales in the U.S., and I would think most 
Boos mOOLMALISdALeS aLeuset .Otad-Uso. d0llarabaSrvs25 SO“Vvour 
revenues would definitely go down if the exchange rate changed? 

MR.MELVILLE: Sure, the sales dollars would go down 
but by the same token, our overall efficiency increases, because 
of our three hundred million dollar a year purchases in the 
United States, would effectively be that much cheaper. So that 


is the yotfset tothe declining .salestretumn. a-The offset isthe 


28 
reduced cost. 

MR. MORIN-STROM: You might have to reduce your 
Canadian prices and stay out of dumping procedures across the 
border on all your sales? Anyway, we shouldn't be getting into 
this particular issue today. 

MR. MELVILLE: Right. 

MR. MORIN-STROM: One of the things we heard when 
we were down in the States, very clearly, from everyone we talked 
to, that they were generally aghast at the suggestion that the 
countervailing duty procedures, Canada would suggest the removal 
of countervailing duty anti-dumping procedures, that those 
protections in their mind are absolutely essential, and they have 
to have protection from various types of subsidy, whichsor course 
are defined in the American mind and not the Canadian mind, as to 
what subsidies. 

Do you have an impression we would be able to work 
an arrangement that will eliminate our vulnerability to countervail? 

MR. MELVILLE: Again, we are neutral onauntervail. 
We are not subsidized, so we do not look at that as a principal 
concern. Certainly we don't look at it in say the same way the 
lumber industry would be concerned. 

But going back two years ago, we looked at sectoral 
free trade or a liberalized trade arrangement with the United 


States on steel. We considered that, this is the Liberal government 
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in 1983 and 1984, we had proposed this as an option to avoiding 
this threat of protectionism, and in that trade arrangement, we 
maintained countervail and dumping laws. We? had nerd prrciulty 
Wiel -titat'. 

I think though, our preference would be to have 
them eliminated. But, “LE *ehey had to be maintained at the U.S. 
Nisa stance, *l-st1 liv think thee bilateral trade option is tatiseful 
option, with or without the countervail dumping laws being 
maintained. 

It is not a major problem at Algoma Steel and I 
don't think it is across the steel industry generally. As long 
asMyou are operating! with profit das’ your bottom line, -you"should 
always remain a fair trader. 

It is the offshore countries, they are less 
concerned with profits and more concerned with trade simply 
creating employment and generating foreign currency. That 
can lead you down the road of unfair trade. 

Sor 1 "rea llyedon’tethink there is an reason why 
Canada should not remain a fair trader. As far as subsidization 
is concerned, again the steel industry is not subsidized and has 
really a difficult time in addressing the subject. 

MR. MORIN-STROM: That contention you make, many 
of the Americans have said that Canada in fact does subsidize 
various industries through its tax rules or we have different 


tax rules and regulations, that can be used as a subsidy program, 
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and ITCs and vast write-offs on capital machinery .... 

MR. MELVILLE: They have had two-year and three-year 
write-offs and in fact, Karl, a subject I guess we're both close 
to, the limited partnership that we entered into, which was a 
way of transferring out CCA and investment tax credits. 

I «go; back;-to, 1981) in. the United States, :they have 
the safe harbour provisions in their Economic Recovery Act. 

That permitted those steel companies, as well as the rest of the 
economy, to do exactly what we do, only in avery simple way. 

We had to go through all kinds of hoops and circles to get to 
where we wanted to, and all they had to do was sign, really,a 
two-page vagreement:; 

The safe harbour leasing provisions allowed them to 
flow out their capital cost allowance. SO, ak MynOt a, tax expert, 
but I'm not aware where our tax advantages are significantly 
greater than theirs? I think that is -- well I guess I'm in 
disagreement with those that say they are. 

Subsidization is a different matter. The DREE 
grants is a separate matter altogether, and if I was in the 
United States I would be concerned, because we tend to involve 
the provincial governments, the federal government, tend to 
involve themselves a little more directly than clearly they do 
in the United States. I think that is something we have to 
address. 


But the steel industry really has no comment on 
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that form of subsidization, because we really don't receive it, 
to any great extent. 

THE CHAIRMAN: Mr. McFadden has a question. 

MR. McFADDEN: Yes, I have some questions. 

in; relation to this question of winners and losers, 
iethink wexspentea Volt Or time considering who is going to win 

ZandawnoO 1S 1GOing CO Lose .jObS, and So on. 

Losers are people who have lost profits, lost jobs, 
ange sOaon. Winners are defined as people who get increased 
business and obviously get jobs. 

I take it from your brief that you would define a 
winner or a win in your case as being able to hold what you have 
now got? You feel you need some form of agreement with the United 
States, to keep from being a loser; and if you get that, you would 
Considers tnats eiemractsyou Nad won, 1s that correct? 

MEAG MsiVibGEs es lhate LSsSuUnticient to, win. 

Whether it goes beyond that and creates additional jobs, as I 
mentioned, is speculative. 

Bucy adon tehave to speculate. Ll can just look at 
job preservation and say that makes us a winner. The reason is 
I don*t think we can compare the status quo versus a bilateral 
trade arrangement, because I don't think that status quo is going 
to laste tonsany Length or time; 

T think we have: to project into the fucure- and 


not too far into the future, perhaps a year or two, and say what 
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then is the trade policy going to be between the United States 
and Canada in the absence of a bilateral trade arrangement? 
And to me, there is insurmountable trade barriers, will be 
erected, will be constructed in that time period. 

That then is the comparison I'm making, and I'm 
saying we are a winner because two years down the road, we are 
better off, with a bilateral trade arrangement than without it. 
But I do admit that that is based primarily on the preservation 
of employment as opposed to the creation of employment. 

MR. McFADDEN: One of the concerns that has been 
raised during the couxse sor our nearings ——) and saknowstors 2s 
a concern of probably almost every member of this committee -- 
is the tremendous rellancesthat Canada, in particular Ontario.) lac 
on the American market, for all kinds of goods. About ninety per 
cent of Ontario's exports now go to, the United. states, andvot 
course the steel industry and the automotive industry are major 
contributors to that, and a very considerable part of your sales 
go to the United States. If that access were limited, do you 
have any other international markets you could tap into reasonably? 

MR.MELVILLE: Well firstly, it is almost impossible 
to sell into other steel=producing countries. They simply have 
ways of keeping you out. 

We have had to sell into the international market 
over the last three, three and a half years, and that was merely 


to get production on the mill. We call those contribution items. 
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There is absolutely no possibility of selling those products in 
an international market “ata profit. “The best’ you™are going to get 
LS arCOntLr 1 OUC VON COFfyOUr 141 xed COSsts.< 

sO in the ‘course’ of a recession, we will take steps 
and try to locate markets throughout the balance of the world, but 
our labour rates are about $21 an hour. Labour rates in places 
like Korea and some of the other developing countries, are 
Swareanic o>" an" nour. We just cannot compete profitably and incur 
the transportation costs' disadvantage. We cannot compete 
profitably with the rest of the world and we don't look to a day 
when we ever could, so I would say that we are limited to the 
North American continent. 

MR.McFADDEN: So that the market you could lose in 
the United States, you couldn't offset in some other part of the 
world or domestically here in Canada? 

MR. MELVILLE: No, absolutely not. We could not 
replace any tonnage that we lost as a result of protectionism 
in the United States. 

MRO STAYLOR= | Ancilliary to that, My.Chairman, vou 
have mentioned there isn't really any status quo and the world 
economy is too dynamic and the changes are too fast, to even 
suggest a status quo position? 

MR *MELVIOGLE:*yes 2 

MR. TAYLOR: Assuming that the rest of the 


industrialized nations are as concerned as Canada is, in terms of 
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the rising protectionism around the world, do you see an acceleration 
of a renewal of the GATT process and, if you see that, as a 
response, in addition of course to the voluntary response we have 
heard about -- and I don't know how effective that would be, but 
assuming that .... assuming free trade around the world, in terms 
of your industry, steel, do you feel that you will be) inva 
position to compete? 

MR. MELVILLE: Two answers. 

The answer to the last part of your question, 
assuming free trade around the world,no, we could not compete 
with anyone else's market but Canada and the United States; in 
fact we would be at a great disadvantage, even in North America, 
if we had free trade with all of the rest of the countries 
around the world, especially if free trade eliminates dumping 
and the countervail process. 

We know lesser developed countries, Europe and 
even Japan to some extent, is more than willing to dump product 
into North American to rid themselves of excess eerie at 
home. So we could never advocate free trade, especially without 
those safeguards, with the rest of the world; and we cannot 

2/mc compete, we cannot incur the eighty to one hundred and twenty 
dollar transportation cost between here and Europe or here and 
Asia, and compete profitably, nor will we ever be able to. 
But they can come here and compete head on. Koreans can make and 


ship steel to Canada, Japan can do the same thing, and certainly 
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South America. Europe can, but they do it at enormous losses, 
they.can ship steel here and do it fairly effectively with 
Canada, even with that eighty to one hundred and twenty dollar 
transportation cost disadvantage. 

The reason for that is that their governments have 
built them state-of-the-art mills. We call Korea a developing 
nation and give them the benefit of the GPT, the preferential 
tariff. We would gladly exchange our mills for their mills. 

I mean they are the state-of-the-art. 

MR. TAYLOR: I have seen them. 

MR. MELVILLE: As well, a dollar to three dollars 
LOeCOUL.dO Ular Sean enOUmsicwaittiicult for any North American 
vale lbicpmranle kee) compete with. Thatyis poverty level, but that is 
what they are prepared to work for over there. Clearly we 
can't, nor do we want to. But we can't compete with them. 

MR. TAYLOR: So that for the foreseeable future, 
your market is the North American market? 

MR. MELVILLE: Jt is now. and honestly 1 believe it 
always will be. 

Now, there will be occasions, we have shipped tubes 
into India and into Egypt, and occasionally we have a qualitative 
advantage that they cannot overcome, and that may allow us to ship 
some products around the world at a profit, but those opportunities 
are very, very limited and very remote. 


MR. McFADDEN: Just one short question. 


36 

We have been wrestling with if there are any 
alternatives to comprehensive discussion, and some people talk 
about sector-by-sector, and there has been the historical example 
of Europe, where the cold steel community came together and had 
an exchange between European countries and basically a free trade 
arrangement. 

Based on your discussions with people in the United 
States, both in Congress and other people in the steel industry 
and related fields, if arrangements could not be made of a 
satisfactory nature for something comprehensive that was felt 
not to be in the national interest, do you believe that some 
form of sectoral arrangement or some form of industry arrangement 
could be made, perhaps along the lines of the Autopact or something 
of that nature, or do you believe’ that is not possible“in your’ own 
environment? 

MR.MELVILLE: Well, we have tested the waters on 
that, back in 1984, and as much as we would encourage a sectoral 
trade agreement, in the event comprehensive is objectionable by 
either Canada or the United States. Unfortunately the United 
States steel industry would not endorse a sectoral agreement on 
steel; and I think the reason why is they look up north and see 
very efficient mills and they are justifiably concerned that they 
would have difficulty competing on a sectoral basis. 

But having said that, we would certainly encourage 


a sectoral arrangement, in the event comprehensive or functional 
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or the other arrangements being contemplated do not come to 
Tru a2on. 

THE CHAIRMAN: Mr. McFadden. 

MR MCPADDEN:* Thankyou, "Mr. Chairman’. 

I was very surprised to hear you indicate you feel 
free trade would probably be an advantage to Algoma Steel, where 
most of the Canadian manufacturers across the province think we 
would be losers in a free trade system. But I think you have 
explained your situation reasonably well. 

What is the level of unemployment in Sault Ste. Marie 
ate ciropDOlit. 1) cCime, ao) you Know? 

MR. MELVILLE: Sault Ste. Marie, we always include 
Wawa ioe that: About +6, 500,,.5,/00, in that range. 

MR. McFADDEN: How does that compare with a year 
ago or two years ago? Are you losing or gaining? 

MR.MELVILLE: We have been climbing out of a very 
deep and dark recession. If we go back to the end of 1981, 
we had over 12,000 employees in Sault Ste. Marie and the Wawa 
area. In fact, at one point we had lost more than 4,000 employees. 
As I say, we have started to creep back up from the high seven 
thousands into the mid eight thousands. So we have recovered 
some employment, but we are still not even approaching the level 
of employment we had in 1981. 

With the new mill on stream by the way, the new 


seamless tube mill @mstream, we may be able to add five hundred 
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to a thousand jobs in addition to the ones we now have. 

MR. MCFADDEN: If my memory serves me correctly, 
the recession aid not hit Algoma Steel as heavily as the steel 
industry across sche scountney:. ts gbhatarignte 

MR.MELVILLE: It hit the first week of March, 1982, 
I can, literally tell you the day, the phone just stopped ringing 
-- well, they kept ringing, but instead of asking for steel, they 
were calling and asking to ship steel back to us they had already 
bought. It was that sudden. 

| MR. McFADDEN: You had a reasonably high sales year, 
what, 1982 or something like that? 

MR.MELVILLE: The first quarter of 1982 was a 
record. 

MR.McFADDEN: That's what I'm referring to, probably. 

MR.MELVILLE: The first quarter of 1982 was a 
record and the second quarter of 1982 was the first loss we had 
ever experienced. 

MR. MCFADDEN: Was that later than the rest of the 
industry? 

MR.MELVILLE: As I understand it, we had been in 
a bit of a fantasy world up here. Toronto, the major industrial 
centres, had experienced a recession for about six to eight 
months before it really affected us. 

Now the reason why is we are basically into the 


Capital goods sector. Consumers are the first to be hit and the 
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first to recover, andwcapital goods stends “to lagsa Yb ire? We sell 
into the capital sector generally and I think we experienced a 
lag, a deferred recession as it were, but we were then hit that 
much harder; and whereas the consumer sector recovered late teens ese 
we have really yet to experience or participate in the economic 
recovery. 

MR. McFADDEN: So, it was harder to get you back 
on level ground again? 

MR MELVILLE: That Ysmright: 

MR. MCFADDEN: Just as a matter of curiosity, are 
you an American? 

MR. MELVILLE: No, I'm not an American, I'ma 
Canadian. 

MR. McFADDEN: Your voice seems to have a bit of 
a dialect? i2iwase@just curious, 

MR. MELVILLE: No. A born and bred Canadian. 

MR. McFADDEN: Thank you. 

THESCHADTRMAN*s Just a pointJof iclarafication. Those 
figures you gave were for employment in -=-? 

MR. MELVILLE: In Sault Ste. Marie and Wawa. We 
have an iron ore mine in Wawa, one hundred and forty miles north 
of here. So we tend to include both. 

THE CHAIRMAN: Thank you very much. I know there 
are two or three others that wish to ask questions, but I think 


we are going to have to move along because as I indicated, we 
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have a fairly tight schedule. But I do want to thank you very 
much for a very clear presentation and obviously we are going to 
have to take itiintoxnuconsideration in ourereport. 

MR.MELVILLE: I certainly appreciate the opportunity 
and I certainly respect the magnitude of the task you have at hand. 
We just appreciate the opportunity to express our views. Thank 
you very much. 

MR. CALLAHAN: Just one question, I'm sorry, Mr. 
Chairman. One question if I may. 

Certainly with your expertise and in your experience, 
you must have done a study of our natural resources, with reference 
to themsteelsindustry, versus thevU.S23s (abititywand natural 
resources? 

MR .MELVILGE: oYes. 

MR. CALLAHAN: Do you find our natural resource base 
is farsgreaterbthanSthatzo£ the UsS.;4initerms.o£ longevity and 
being able to create steel? 

MR.MELVILLE: I look at two hale pe © coal and iron 
== ana ron. Ore. Canada missed the iron ore, they missed the 
really good deposits of iron ore by a couple of hundred miles. 
We are a bit limited in our ability to produce iron ore in this 
area; whereas one hundred and fifty miles south of here, they 
have very good quality iron ore. 

MR. CALLAHAN: That's the U.S. you are talking about? 


MR. MELVILLEs¢ Yes: 
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MR. CALLAHAN: So the U.S. actually has greater 
access to raw materials than we do? 

MR.MELVILLE: That's right. Their deposits are 
DeElLer than Ours. 

As far as coal, we have been involved with, I had 
a captive coal reserve in West Virginia since 1910. Although, 
we are right now experimenting with western-produced coal and 
there are certain metallurgical problems that have to be sorted 
out, and we are looking to see if we can use any of it. The 
transportation, however, is far more difficult from the west 
to where we are, as opposed to from the south, which can use 
barge transportation. 

THE CHAIRMAN: Yes, Mr. Taylor. 

Mr. Taylor has a question which invites a yes or 
nNoO-Vanswer %.\./... 

MR. TAYLOR: DORVOULLaVOUr auDl lateral frees rode 
agreement arrangement with the United States as opposed to a 
multi-~lateral agreement along GATT lines? 

MRe MELVILLE: Well, Mr. Taylor, first), my legal 
background objects to having to give a yes or no answer, but 
nevertheless .... 

MR. TAYLOR: The Chairman suggested a yes or no 
answer. 

MR.MELVILLE: Okay. In any event, to. tell you 
tne truch, we would favour either, but practically we don’t 


think we can accomplish a multi-lateral approach in the time 
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constraints that we are being subjected to. 

MR’. TAYLOR: ‘You ‘see, your response to my supplementary 
question said that you could not compete on an international basis, 
so that if you had free trade on a world basis, a multilateral 
basis, then that would be detrimental to your industry? You would 
be ahead to compete in the U.S. or Canadian markets? 

MR. MELVILLE: “Butyl don’t make ‘that comparison. 

The multilateral approach to me is methods by which we can 
unanimously agree to avoid protection and not necessarily open 
up trading: doors tuiy. 

The bilateral approach I'm looking at has a free 
trade arrangement merely because that is another solution to what 
I believe is the protectionist problem. 

The multilateral approach, when I say I would 
prefer or agree with the multilateral approach, it is provided, 
it is really on the basis that we would get multilateral 
negotiations and somehow ensure that trade barriers cannot be 
built between Canada and the United States. Gah teeta a 
free trade multilateral approach; with that, I would not agree. 

MR. TAYLOR: There are two different animals? 

MR IMELVILER: (inatilsrmronie. tt dissra tbiet “of tapmies 
and oranges. 

THE CHAIRMAN: Thank you very much, Mr. Melville. 

MR. MELVILLE: Thank you. 


THE CHAIRMAN: We will go off Hansard now for one 
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minute. 
==-- Short Recess 

THE CHAIRMAN: Our next presentation will be 
from Northern Breweries and Mr. Ross Eaket. 

Mr. Eaket, you may be aware that the other breweries 
in Southern Ontario already gave us a presentation, and if your 
presentation bears a similar thrust to theirs, the members of the 
committee are going to feel a little schizophrenic after the last 
presentation, but. your interests of course are quite a bit 
GU pleren tc. 

MR. TAYLOR: And thank you for the beer that was 
tn OUreroOomelasteni got. 

THE CHAIRMAN: Oh yes, of course. We appreciate 
that. 

MR. EAKET: You're welcome. We try. 

MR. TAYLOR: It was very superior beer .... 

THE CHAIRMAN: We have your brief here and perhaps 
Et vou Care toujustatake usethroughn Lt) then we can ask you 
some questions. 

MR. EAKET: .Thank you. 

Mr. Chairman and members of the committee, it is 
my pleasure to appear before this committee to provide our 
perspective on the issue of bilateral free trade as it would 
specifically affect Northern Breweries Ltd. and Northern Ontario. 


You have previously heard from the brewing industry 
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as to the Canadian position, as well as from the Ontario brewers 
as to the Ontario position. 

iwould’ farst: Pike *to'make ca’ brier outline of our 
company and its contribution to the Northern Ontario economy. 

Northern Breweries Ltd. is an employee owned company 
Operating four brewery plants in Sudbury, Sault Ste. Marie, Timmins 
ana” Thunder Bay, Ontarrovand three “sort drink plants In Ssault Ste, 
Marie, Timmins and Thunder Bay. 

The company was purchased in 1977 by the employees 
from Carling O'Keefe Breweries who had bought the company in 1971. 
It is a successor to operations started in 1876 at Thunder Bay, 
L907) at Sudbury4\ Poids art Sault "Ste." Marie” and 1929" at Timmins. 

The brewery plants have historically been mainly 
draught operations. Timmins and Thunder Bay produce draught only 
while Sudbury and Sauit Ste. Marie produce both draught and 
bottled= beer. 

Until 1979 all sales were made in Northern Ontario 
only. Draught sales accounted for 84 per cent of the company's 
volume in 1971, compared to 46 per cent in 1985, reflecting a 
major shift in dependence on the bottled beer market. 

Northern Breweries Ltd. is an important secondary 
industry in Northern Ontario, providing increased employment from 
160 employees in 1977 to 180 full-time employees in 1985, plus 
seasonal employment of 55 for a total of 235 employees. 


Direct salaries and wages total $5.2 million 
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per year. 

Capital expenditures to upgrade and expand during 
the last three years was over $2.4 million. 

Contribution to both governments in the last year was 
over $4.4 million. 

The impact of free trade on the national brewing 
industry as paralleled by the Ontario industry is of even more 
serious concern to Northern Breweries Limited and Northern 
Ontario. 

Briefly, the main concerns are: 

1 a Therabidutyeor the’ U.S. brewers to. sell. products 
in Canada below the direct costs of their Canadian competitors 
when ‘open pricing’ is permitted. For example, in B.C. where, 
despite higher tax and handling costs, they are selling below 
Canadian prices at a net price to brewers of almost 40 per cent 
below the net price to Canadian brewers. 

Second, the availability of large surplus production 
capacity of these brewers to be dumped into Ontario. The U.S. 
LACUSTL yy nas SULDIVSs*capacrry of />5/mil lion= hectolrtres, 
equivalent to three and a half times the total Canadian market. 

Third, major spill over advertising which can be 
readily exploited. 

Fourth, the’ comparative size of the U.S. brewers 
and with the certainty. or open, pricing, the certainty of 


predatory pricing. In the North American market, Canadian 
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brewers are dominated by the major U.S. brewers. The largest 
Canadian brewer has only a 3 per cent share of the North 
American market. The concentration of market share among the 
large brewers in the U.S. shows that in 1964, the top six 
brewers had 43 per cent of the market, while in 1984, the top 
six had 94 per cent. 

For several reasons among which predatory pricing 
isa major one, the number of brewery plants in the U.S. has 
reduced from /50jeinelos5etou202 in el955., sto 195 sin, 97.5, andwace 
84-ctn oL9S5.: 

Fifth, the complaints of the U.S. brewers as to 
different provincial mark-ups for provincially brewed versus 
imported beer and the lack of access to the Brewers Warehousing 
distribution system in Ontario. 

The Provincial Liquor Commission must pay the 
costs of warehousing, distribution and retailing. These costs 
are paid directly by the provincial brewers. 

Brewers Warehousing is a low cost aeoeieueiey and 
reatil system, privately owned by the Ontario producing brewers 
and is not unlike the independent distribution systems in the 
United States. 

We do not have automatic access to the U.S. brewers 
distribution system. They do have access to the 750 LCBO stores 
in Ontario and would have access to the Brewers Warehouse 


distribution system if they invested in Ontario and built a brewery. 
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Through licencing arrangements, the U.S. brewers 
have approximately 15 per cent of the Ontario market. Canadian 
exports to the U.S. in 1984 were approximately 1.2 per cent 
of that market. 

Northern Ontario has a distinct advantage in the 
present system in that beer is sold throughout Ontario at a 
common price for metropolitan centres as well as remote areas in 
Northern Ontario. The advantage is not only to the Northern 
Ontario consumer but also to the Tourism industry. The long 
distances and comparatively lower volumes on a user pay system would 
increase the cost of beer in Northern Ontario substantially. 

The prospect of open and free access farthe U.S. 
brewers into Canada and the opportunity for them to compete on a 
price basis is considered devastating to the major Canadian 
brewers. 

They have indicated that the industry could be 
competitive if free trade were phased in over a number of years 
and there was elimination of interprovincial trade barriers. 
Time would be required to make numerous plant closings and to 
construct a few large brewery plants. Under free trade there is 
no assurance that these plants would be built in Ontario or even 
in Canada. Their option may well be to purchase excess 
Capacities in BesPaAplanes. 

If the prospect is devastating to the major brewers 


in this country, you can well imagine the concern of small 
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regional brewers. 

In the event of free trade, all four of our brewery 
operations in Northern Ontario would be closed. In addition, due 
to overlapping of manpower between our soft drink plants and 
brewery operations, the soft drink operations would be 
consolidated into one plant. 

The effect of this on Northern Ontario would be the 
loss of direct salaries and wages of approximately $4 million. 
Other lost contributions to the Northern Ontario economy would 
also be substantial; municipal taxes alone would be $250,000. 

Small businesses are job creative and ours is no 
exception, having an extremely high labour content. Any 
expansion of operations quickly relates into additional employment. 
Large mega breweries, even if located in Canada, being highly 
mechanized and likely being canning operations, do not provide 
proportionate jobs. 

In the event of free trade, there are a hundred 
and thirty-six employee shareholders of Northern Breweries Ltd. 
who would ieee a substantial investment for which they used savings, 
borrowed money and mortgaged their homes in the belief that they 
were at least partially providing some job security. They 
certainly did not consider that action by their government would 
not only cause the loss of their investment but also their jobs. 
With an older age group, especially in the brewery operations, 


their prospects of alternate employment are slim. 
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Attracting or replacing secondary industry in 
Northern Ontario vs very difficult. Provincial and federal 
grants for job creation have been available at substantial 
cost per job created. Providing substantial sums of 
government funds for job training without a concentrated effort 
in job creation does little more than provide higher educated 
and higher skilled unemployed workers. 

It seems ridiculous to eliminate approximately 
two hundred jobs especially in hard-pressed areas such as 
Northern Ontario in a dubious leap of faith into free trade. 

I would be prepared to respond to any questions 
from members of the committee. 

THE CHAIRMAN: Thank you very much. Mr. Taylor. 

MR! TAYLOR: “Thank you, Mr. Chairman. 

I see the nub of your argument on page 5, when 
you say, "In the event of free trade, all four of our brewery 
operations in Northern Ontario would be closed." I guess that's 
the bottom line? 

Now, does that assume even the requirement that 
any foreign brewery actually located in Ontario, produces in 
Ontario, using the warehousing system and so on? 

MR. EAKET: No. 

MR.TAYLOR: Is that premised on that or is there 


another definition of free trade? 
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MR. EAKET: It is premised on the dumping of beer 
and availability of low-priced beer being dumped into Ontario. 

MR. TAYLOR: So that if there was a requirement, 
as exists now, that in order to sell through the warehousing 
system in Ontario, you have to produce in Ontario, then the 
Situation might be different? 

MR. EAKET: Quite different. We can survive ina 
climate of competition. As you know, the industry is dominated 
now by three major brewers. We can compete. Our margins are 
not as great as theirs, but we can still compete in the market- 
place. 

MR. TAYLOR: You see, I would look upon that event 
as unfair trade if on the one hand the domestic brewers have to 
comply with our present regime or laws, then you open up the 
market to a foreign competitor, that had a different set of 
rules. To me that is wnftair trade. 7 wouldn't countenance that 
as part of any arrangement. I was just wondering, you know, 
what that was premised on. ‘So you've.told me that. Thank you 
very much. 

THE CHAIRMAN: Mr. Smith. 

MR. SMITH: Thank you. Yes. On page 3 of your 
document here, you have shown where I guess there are 750 
breweries in 1935, and goes down to 84 in 1985. I guess I 


believe, myself, I think this is typical of what is happening. 
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Cane youmroresee inthe future that if we allow free trade, our 
Standara OL Living rs going to have to drop in this country, 
in order, to be competitive with, I guess, a giant like the U.S., 
if we have a free border, shall we say? Do you think our 
standard of living is going to have to drop? 

I certainly noticed it in the last speaker, when 
he said their wages were $21 an hour and they are working in 
Korea for $2 to $3 an hour. I just wondered if this is what 
you see happening in the long run? 

MR. EAKET: I think the parallel is there. 

Our wage costs are high, similar to the Canadian brewing 
INneuUStry and! so on. 

Your large plants, especially in the southern 
part of the U.S., do have extremely low wages. 

MR. SMITH: What difference would that be? 

MR. EAKET: Probably in the range of $7 or $8 
an nour. | 

MR. SMITH: Difference? 

MR. EAKET: Difference, yes. 

MR. SMITH: So that is even more than the difference 
in the exchange? 

MRE AKEOt pYeS. 

MRE Tomi THs A lot more? 


MR. EAKET: Yes. 


Je 


MR. OMITHs thank-you, Mr. Chairman. 

THE CHAIRMAN: Mr. Hennessy. 

MR. HENNESSY: You mentioned different figures. 
Is everyone that works in the plant, the soft drink plants or 
the brewery plants, are they partners? 

MR. EAKET: They have the opportunity to become 
shareholders. 

MR.HENNESSY: Are they partners? 

MR. BAKET 2 = No. We are about -- there is a 
limitation, two years service. 

MR. HENNESSY: I'm aware of that, but how many 
people have shares in the plant? 

MR. EAKET: One hundred: and thirty-six, 

MR. HENNESSY: How many people's jobs are at stake? 

MR. BAKET? A total of about two hundred out of 
two hundred and thirty-five. 

MR. HENNESSY: SO; Chee ey-Sicce 

Some have bigger shares and some have smaller shares? 
It all depends on how much money they want ca invest? 

MR (HARE: | Correct’. 

MR. HENNESSY: I imagine the original group which 
got in the first time, would more or less have bigger shares, 
when you decided to buy the company, at that time when the 
employees got together and they invested, and then when there 


were other areas open, other people came in and took other shares, 
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iss thatedct ? 

MR. EAKET: We tried to have an open basis of 
employees, of two years, that we will allow them to purchase 
shares from Treasury, and the intent is to have as many employees 
as possible to be shareholders. The spreading of shares, it is 
widespread. There is no group that has control. 

MR. HENNESSY: Bute the* original six or seven or 
eight or ten that were there, they own the majority of the 
company ? 

MR. “BAKET:) ITt»swasn't six or eightsor tenzodtowas 
about a hundred. 

MR. HENNESSY: I'm just guessing. Could be twenty 
as far as I'm Seacoencae ifmanot awaresoLremit . 

MR. EAKET: I'm sorry. 

MR. HENNESSY: I'm aware of it and I didn't know 
exactly; I know some people may have bought into the plant in 
different areas? 

MRESEAKET“oThates corrects 

MR. HENNESSY: One thing, and maybe I'm wrong, maybe 
ycucould correct me. On page 4, you say you don'thave automatic 
access to the U.S. brewers distribution system, but they do have 
access, ,toi/50 LCBO!tstores inoOntario? 

MR. ‘EAKET: «Yes: 

MR. HENNESSY: My recollection of the LCBO stores, 


except the ones in outlying areas, don't sell beer? The Brewers 


25/mc 


54 
Retail sells beer, but the LCBO strictly sells wines and spirits 
and things of that nature. You seem to say they would have access 
to LCBO stores here, and they don't sell beer. I would like to 
ask; you “foxnirclariiacatitonvons that. 

MR. EAKET: All imported beer and so on, can be 
sold through the LCBO stores, subject to listings, which you have 
to have certain listings, and so on. 

MR. HENNESSY: Beer from the United States, 
Budweiser and stuff like that, is that considered imported beer 
or domestic beer? 

MR. EAKET: If it is brewed in Canadayj "Lt as*domestic;, 
which is under licence. 

MR. HENNESSY: Like Miller and stuff like that, 
that's sold in the Brewers Retail? 

MRZSEAKET: SThat"s correct. @ithis# brewed in Ontario. 

MR. HENNESSY: If you want to go like Miller, they 
would more or less have to build a plant and have to become 
domestic, rather than having it as imported beer? 

MR. EAKET: ‘I'm trying to understand your Bey 
Siren 

MR. HENNESSY: Because Canadian beer does outsell, 
except maybe Miller,” but” invOntarrosl “don cethink “anybody<«is°going 
into the Liquor™’Control Board to"buyia 24epackror imported beer? 
The majority of people in Canada like Canadian beer much better 


than the United States, I guess, on account of the strength of 
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the product, or the strength of the drinker? I don't know? 
But I found it a little odd, that 750 LCBO stores were mentioned, 
and having a little bit of knowledge of that kind of business, 
how that would affect .... 

MR. EAKET: They have the access, imported beers, 
Heineken, whatever, have access to the LCBO stores. 

MER es HENNESSYemesves. All right. Thank you. 

MR. TAYLOR: Subject to lasting? 

MR. ehAK Eee COLLECT. 

MR. TAYLOR: Peaton  t.a Simple thang, 


MR. HENNESSY: It sounds like climbing up a mountain 


backwards. 

THE CHAIRMAN: Mr. Callahan. 

MR. CALLAHAN: Just a couple of questions along 
the line of the ones that have been put. Do you find that as a 


result of 136 employees being shareholders, since I presume you 
sell your beer at the same prices as the other brewers, do you 
find that enhances your profit, because you have got entrepreneurs 
as opposed to employees, seeking higher wages? I gather that the 
136 people work in the brewery operation? 

MR. EAKET: The brewery operation or the soft drink 
operation. 

MR. CALLAHAN: They are true employees? 

MR. EAKET: Right. 


MR. CALLAHAN: They are not just investors? 
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MR. EAKET*: © No. That is one of the restrictions 
of share ownership of our company, you must be an active employee 
and there are no outsiders. 

MR. CALLAHAN: So it is something along the lines 
of People's Express, where they are able to buy shares? 

MR UW BARB. eves. 

MR. CALLAHAN: Does that enhance your profitability, 
because you are not subject to the annual or bi-annual situations 
of wages being requested to be increased? 

MR. EAKET: No. We are also unionized plants, we 
do go through union negotiations. But it does have a tendency 
to soften, shall we say, the outrageous demands and that type of 
thing, but they «strll took’ for increases: intwages* 

MR. CALLAHAN: Even though they are entrepreneurs? 

MR. EAKET: Well, there are different varieties of 
shares and not all employees are shareholders. About 86 per cent 
are eligible employees. 

MR. CALLAHAN: I suppose the direction you are moving 
in is total shareholder ownership by all of the employees? 

MR. EAKET: We would like it to be that way, yes. 

MR. CALLAHAN: If that happens and this may be 
speculative, but if.that happens;) surely your profitabilitysand 
your competitiveness would be greater than any of the existing 
breweries? 


MR. EAKET: We havéfound it has helped considerably. 
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Attitudes change and the amount of output per day and this sort 
of thing, is certainly improved considerably. 

MR. CALLAHAN: Are you aware of any breweries in the 
Uni cveceolaces ——eleamejust trying to think of the-word you call 
your operation -- this profit-sharing arrangement, are you aware 
Ofwany Dreweries in the United States that have that type of 
procedure? 

Mee oak se NG, et m Nok. 

MR. CALLAHAN: Would you agree that gives a 
competitive edge to your brewery, quite apart from the quality 
of the product, in terms of competing from an economic standpoint? 

MR. EAKET: I think we do have an advantage, yes. 

MR. CALLAHAN: The next thing is, do you see any 
danger in the recent trend towards licensing things such as 
Miller, Budweiser, and I am trying to think of some of the 
others, that major breweries have brought in from the United 
States .... do you see any danger of that being sort of -- and 
I hate to sound paranoid, but sounds like a reo one attempt 
by the United States to get into our market now, with a view to 
What seacClnueto, Napoen in the future? Doryou see Chat vas ag==2 

MR.EAKET: I think again, the brewing industry and 
especially Ontario, has been very mature, the volumes are not 
increasing, we are getting a replacement by those brands. a 
guess the mystique of a new brand to consumers is always there, 


and again, the overspill of advertising from the U.S., which 
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attracts people to buy these brands. It may be a way of having 
complete approval of Canadian public tastes, to these brands? 

MR. CALLAHAN: To build a following? 

MR aah dieses tCOLLeC o. 

MR. CALLAHAN: To build a following, on a particular 
brand and then perhaps coming in and establishing a brewery? 

MR. soaker COBLECT « 

MR. CALLAHAN: Is there an egual flow backward, 
through Canadian products arranging licensing agreements in the 
United States, to enhance our product in their market? 

MR. EAKET: I believe one brewery tried that a few 
years ago and it didn't seem to work too well. I gather there 
are some arrangements now coming, so that some of the brands may 
be produced under U.S. licensing systems. 

MR. CALLAHAN: Is that because of a marketing 
problem or because of some type of legislation that the U.S. has 
in terms of allowing licensing? 

MR. -EAKET.: Eswould think. that would be strictly 
marketing. 

MR. CALLAHAN: When that happens and in those 
instances where there has been a licensing arrangement with the 
United States, I gather that the beer is produced on -- and I 
hate to say this -- watered-down arrangements of U.S. beer as 
opposed to the body and strength of our beer; in other words, they 


don't have five per cent alcohol in their beer? They have -- 
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what. 1sii.t? 

MR. EAKET: Four, per cent. 

The alcoholic contents are relatively close. 
It is the density of beer and materials, and so on, the Canadian 
beers are a little heavier. 

THE CHAIRMAN: I recall the presentation of the 
Other breweries, including the breweries that are under licence 
from Budweiser and Miller, they indicated, I think, they have 
licences for a specific period of time, and would expect those 
licences not to be renewed, if there were free trade. 

MR. EAKET: For that very reason. 

THE CHAIRMAN: And that the parent companies would 
Simply produce their own; they expressed those fears. 

MR. CALLAHAN: Just a comment on all of that. 

My concern is one of the problems we have here in 
Canada is that we allow the United States to use these marketing 
techniques and entrances into our market and, as I said, I think 
we are asleep at the switch. Instead of doing it in reverse, 
we produce, I would think, from the comments I have read in 
recent newspapers and consumer reports, Americans appreciation of 
Canadian beer seems to be very positive, and I think we should be 
penetrating their market to a much larger degree, rather than 
letting them soft-sell us, bringing Budweiser and Miller in here, 
andatarstotsyvingsit outeinithestypicaly Canadianafashions,ofetive 


pere cent, «then. sliding? ing a-low cal, beer,, which: has,gotes three 
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per cent, and you then eventually get Canadians dike tales the watered- 
down beer rather than their own product. As I say, maybe that is 
paranoia, but I see that as a slick marketing: technique. 

MR’. EAKET :: & eechinks.thes —= 

MR. TAYLOR: That's ‘probablywbiasedi.il is think tthat ts 
Just incorrect -= 

MR. LANE? “Actually @Mr prChairman ,, Gecthmnkice hiss 
witness might know, it was the Canadian breweries who went to the 
United States -- 

MR.’ TAYLORS” =—sthat's correct. 

MR. LANE: -- in the case of Budweiser and Miller, 
and they both got it because the problems that the breweries had 
at the time, some brands were a bit tired, and I think we were 
looking for something -- and I think you will agree with me we 
had “rather *tired *brands for a%whple 2o2veandothey brought orn 
Miller and Budweiser, and Molson brought in Lowenbrau from Europe. 
instead, and they are apparently negotiating for another one, but 
the American breweries have not been pushing us. We have been 
the ones pushing them, for competitive reasons. 

But I should say the Canadians, I know one brand 
we are trying to move down there is Calgary Export, the Miller 
company is trying to move it down there. 

I can sort of laugh at this, because I remember seeing 
a Buffalo on the label, they promoted it at a couple of campuses 


in the United States and they took a Buffalo, an actual live 
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Buffalo as part of the promotion, walked it around the campus. 
I don't know if it sold much beer, but that was the kind of 
promotion. 

Actually it is quite the reverse policy, is what 
Lemege turin, ats 

MR. MACKENZIE: Next we'll be doing it with moose 
and grizzlies. 

MR. LANE: Yes, we'll betaking grizzlies down 
there next and scare the Americans .... 

MR. EAKETs Some of the marketing decisions of 
Canadian brewers may not seem that wise, such as you were 
mentioning. Sometimes I don't think the intelligence is there. 
Especially with the episode, for example, of not hitting yourself 
in noe foot, but in the knee, with the bottle issue. 

MR. CALLAHAN: Could I have one further question? 

THE CHAIRMAN: Yes. 

MR. CALLAHAN: Thitesws Ort tne CODLrC , oUt se wolLd 
like to ask the question, what is your opinion as a brewer, as 
to beer at the corner store? 

MRas BAKET?. Ledon. cethink that 1sSuem lass Decne given 
enough attention as to what the practicalities are. 

The’ cost Of beer to the consumer=at the corner 
grocery store is going to be considerably higher than the present 
system, because as we know, you cannot deliver small quantities 


to stores. These stores also will be into a mark-up situation. 
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They. do, not. operate. on, ajnon=profLit, basis... 

Again,..daszthinkyany naive, feeling, that toss. doing co 
be restricted to corner grocery stores over a time period is just 
that,, very naive. »iltawill. be chain stores, sin a, matter of three of 
four years. 

We are back then into basic soft drink handling 
practices, only handling beer: Loss leaders, .with ichain stores 
fighting, direct shipments out of major markets, preferential for 
certains brands, if the pricing wiusicornect. All of these practices 
can become -- it is bad enough in the soft drink business and I 
would hate to see it go into the brewery business. 

MR. CALLAHAN: Doesn't that enhance the market? 

How can we talk about free trade with the United States if we 
haven't got free trade in Canada? 

MR. EAKET: I'm not sure the problem is free trade. 
I think the problem is accessibility of products. 

If the brewers warehouse system is not supplying 
properly the availability of beer, or the LCBO, agency stores or 
whatever it might be, I think that area should be looked at. 

I don't think it should kecompletely thrown wide open to grocery 
Srores. 

MR. TAYLOR: latbinke your party 1s 'qoing to lay an 
egg on that problem. 

MR. CALLAHAN: No way. 


THE CHAIRMAN: Mr. McFadden. 
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MR. MCFADDEN: Getting back to free trade, certainly 
the other breweries made a very powerful presentation to us, as you 
did this morning, in terms of the problems of free trade with the 
United States for our Canadian industry. One of the other issues 
that they addressed as well, was the whole question of inter- 
provincial free trade, where we have got boundaries between 
Provinces =tnat are “as vqreat, virtually, in terms of access, between 
Canada and the States. 

What is your feeling about interprovincial free 
trade as opposed to free trade with the United States? A number 
of our witnesses, I should tell you, have raised this, not only in 
the brewery industry, but in other sectors as well, the fact that 
there are barriers between provinces. What is your feeling on that 
in terms of the brewing industry? 

MRe  EAKED That does not bother me nearly as much 
as free trade with the U.S., again because of the available surpluses 
in the large plants. Leading operations would still have the pro- 
blem of shipping. Canada is widespread. Even if they made a 
laArdewp lant neOntLarvOvysOormwhatever, their cost structure soy cue 
time you take shipping and as long as we still have returnable 
containers and so on, we feel we can still compete. thatspare 
does not necessarily bother me. 

MR. McFADDEN: With regard to Northern brands and 
the export possibilities to the United States, and Moosehead, 
as you well know, probably sells more in the United States than 


they do in Canada and seems to be very successful, certainly on 
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the Eastern seepeara as, I guess you would call it, a boutique 
kind of beer, quite trendy, and that market seems to be holding. 

Are you exporting anything to the United States 
and do you think you could perhaps develop that market in the same 
way as Moosehead did out of New Brunswick? 

MR. EAKET: We were previously into exporting, a 
couple of years ago, and ran into small problems with 
distributors, of course. We are now starting exporting again, 
on a very limited basis. 

The problem becomes, the area of the U.S. market 
which is premium priced beers, which is a very small part. 

The cost of setting up our own distribution system would be 
impossible, at our Size. We are negotiating agreements of 
distribution systems in the U.S. We would hope to be successful 
in, again, a small amount of beer comparatively, but we are going 
LN CO Ceslowe 

MR. McFADDEN: One final question. You mentioned 
you are putting money into upgrading. One of the things that 


is characteristic of the American beer market is what they are 


trying to bring in, beer an cans. I know during the recent 
strike we had loads of cans of American beer -- and I dare say 
arevstill kicking: around in places: I know you just mentioned 


your draught and bottled beer; do you have any plans to go into 
cans or is that not really feasible to your skilled operation? 


MR. EAKET: Our canning line should be in operation 
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by the first week in October. We are going into canning. 

The market has changed heavily in Ontario. Where 
cans were one per cent of the total market type of thing, we were 
HOC Concerned with cans. This summer it is running at twenty- 
four per cent, twenty-five per cent, of the Ontario market and 
We -COUlG NO Longer stay Out Of 1t. 

SO we are now into canning and we have had to 
upgrade our canning lines and we have just completed that at about 
ae 300,000 COSL. 

MR. MCPADDEN: Do you think that will help your 
competitiveness at all? 

MRay DAKGL. =| We think it will help. Ib 1s a, volume 
of sales we are presently missing completely and we hope to gain 
some of that market. 

MR.McFADDEN: Are you using a steel can or aluminum? 

MR. EAKET: Aluminum. 

MR. CALLAHAN: Could I have a supplementary on this? 

THE CHAIRMAN: Yes. 

MR. CALLAHAN: You talked about the difficulties 
accessing the U.S. market. ts"that in any way Caused by sort 
Of the fixed price? For instance, you obviously sell your beer 
at the same price with the major breweries in this province? 

Maybe it is a rhetorical question? Surely your entry into the U.S. 
market is caused by that fixed price, which has been set in this 


Province, 1 Mean,-=11 yOu ale GOing to charge —— 1 don tc know 
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what the price of beer is mca ane if it doesn't compete with the 
prices in the U.S., there is no way you will ever get access to 
their market? 

MR. EAKET: The fixed pricing system in Ontario, 
basically, to a brewery such as ours, is excellent. You are 
again away from open pricing, sale prices, predatory pricing. 

We can compete on those price levels, because any price increase 
that comes through is based on cost increases and it has to be 
approved by the province. 

MR. CALLAHAN: But surely that limits your competive- 
ness in the U.S. and actually creates mega-profits for the larger 
breweries to the detriment, I would suggest, of the ability to 
free it up and allow it to be a free market? 

MR. EAKET: As far as pricing in the United States, 
that sis open. 

MR.CALLAHAN: I know that. That's why I'm saying 
that this attitude towards a specific price hinders your ability 
and also, I suggest, the major breweries from competing in the 
United States? 

MR SHAKED er Co imay, bute Reh nk thegotherrposstbi lity, 
as you have premium prices allowed, at higher prices, in Ontario, 
and«youjareigoing intona different -- therevis-tlexibility; there 
isupriceiflexibilitytthere. 

MR. CALLAHAN: Thank you. 


THE CHAIRMAN: Mr. Lane. 
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MRe, DANE Ss Thank, vou,» Mr. .Chaizmans 

A number of the questions I was interested in have 
already been answered. 

MWwasi very antberested vin? comingiat youryproblems 
Witipremployees®and i iiguess| Mwasathinking; jalbittmore. of that in 
Ontario, we would be better Off. 

MiwasSvowluctverconcerneds 2090 atepagesSivousare 
talking about potential investment loss of some of the share- 
holders, that have used up their savings and in some cases mort- 
gaged their homes to become shareholders, and yet you have a 
hundred or so employees that are not shareholders. I was wondering 
how one gets to be so dedicatedand yet other people do not become 
shareholders sis theresany poressures= to domit on -——2 

MRus sBAKETS S2No. sults theimioptiony Where you have 
problems, of course, is your young employees, especially soft 
drink operations, who are getting married and building homes and 
SOton, We do make it accessible to them, through a payroll 
deduction system type of thing, and they must have two years of 
Seniority; 

We have had, for example, nineteen employees in the 
last year that became shareholders. It is their choice. There 
is no pressure put on them. We don't try to discriminate against 
the employee-shareholder versus the other shareholder. 

MR. LANE: Then do some people get carried away 


to the point where they borrow money to invest in the company? 
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MR wHAKETS: Oh pives. 

MR.LANE: Through the recession, did you ever have 
to lay any employees off or were you able to hold your own? I mean, 
is your product more in demand in recession years than others? 

MR. EAKET: We did not have any layoffs and again, 
an employee-owned company has a tendency of carrying employees a 
little longer than other companies, although things may be slow. 
We were basically in a building process, a very small share of 
market, and we weren't building additional markets, but the attitude 
of layoff is only if absolutely necessary. 

MR. LANE: So actually through the recession years 
your employment remained constant? 

MR VEAKED yess 

MR. LANE: So all we need now is no free trade and 
you are on your way to the races? 

MR EAKED eae oTha t's iaciight. 

THEMCHATRMAN: co) Mees Mordn=St rom. 

MR. MORIN=STROM: Farstiotr ality; I think the overall 
conclusion is put very bluntly here in your statement on page 5. 

LP woulktclikemto vclaritifty! the whole thing tt imsteorvally, with 
reference to the employee-ownership arrangement that people have 
brought up here. I think you have 136 shareholders and 225 -- 
235 employees. But in fact, in terms of the percentage owned, 
iL think [ob 2s'<66 tpemicent: 


MR. EAKET: Of the eligible ones. 
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MR. MORIN-STROM: The eligible ones are those 
full time employees that have been with the firm at least two 
years? 

MRS LARGE 2 | COrTrrect: 

MR.MORIN-STROM: And out of those you have got, 
what is it, 86 per cent? 

MR. EAKET: Right. 

MR.MORIN-STROM: Which is a very, very high 
percentage of the eligible employees are in that shareholder 
group? 

MR..EAKET: Yes. 

MR. MORIN-STROM: Now on the point of borrowings, 
using savings and borrowed money, my understanding is that in 
Many cases, it is a matter of the investment being financed, in 
some sense, through the company, with the employee putting up 
their assets as collateral rather than the employee actually -- 

I don't know -- if you. are buying a couple of thousand dollars 
worth of shares, whatever the amount might be, they don't normally 
actually put the money directly into the company, do they? 

MR. EAKET: IteisS-amcombination. Parti OLcuLlc. 2s 
on common shares, which they must pay for, and then there is also 
an employee-shareholder note, which we use for financing, on 
which the company pays interest to the employee and the employee 
then pays his bank or whatever, but the total thing is under risk 


of the employee. 
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MR. MORIN-STROM: So those notes, I guess, is where 
the employees are very vulnerable? If the plant went under, they 
would then be the losers on those notes? 

MR. BAKET:” Correct. 

MR.MORIN=STROM: They would have to pay on the notes 
to the bank? 

MR. EAKET: Yes. 

MR.MORIN-STROM: So they would lose more than jobs? 
They end up with a debt to the bank as well? 

MR enh see COL Eee le 

MR. MORIN-STROM: So there is a risk for those 
particular people? 

MR. EAKET: Yes, there is. 

MR. TAYLOR: Like any small business? 

MR. EAKET: Certainly. 

MR. MORIN-STROM: On the issue of beer in corner 
stores, which was one issue, to some extent, with the major 
breweries, they have made their presentation dows TY TOrontco, 
Southern Ontario. 

MR.CALLAHAN: They don't want it. 

MR. TAYLOR: “Of course” they’ don t°wanc it. 

MR.MORIN=STROM: Would Northern Breweries be able 
to survive under a system, if beer is sold in grocery stores and 


we were into open pricing? 


Uae 

MR. EAKET: Open pricing would: bevditficule. 

BEeCrein grocery stores may make it diffaculte,. as 
don't know it would be a matter of survival? The problem with 
it again is the handling of only a few major brands, would be 
done by one grocery stores. 

Shelf space is a major problem with soft drinks, and 
the cooler space, and they will handle only the fast-moving brands. 
A small brewer would have difficulty getting his products listed. 

MR. MORIN~STROM: So you think it would hurt your 
operation? 

MR LAKE. see lte wOULd, certainly. 

MR. MORIN-STROM: But you would probably survive that? 

MR. EAKET: The system with the Brewers Warehouses, 
450 stores, as a shareholder of Brewers Warehouse, we have the right 
to have all our brands, package sizes, listed in every one of those 
stores. It is not a matter of whether the other brewers want your 
products in there or not. We have the right to have our beer there, 
which we would lose in corner stores. And then it is up to the 
public) of course, to buy what they want. But in the Brewers 
Warehouse, we have that privilege of listing our products, which 
would not happen under a grocery store business. 

THE CHAIRMAN: Is that privilege just for Northern 
stores? 

MR. EAKET: No. All Brewers Warehouse stores, 


even including Mr. Brickman, and so on. 
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MR. HENNESSY: Just a supplementary on the same 
question. 

THE CHAIRMAN: Yes. Mr Hennessy. 

MR. HENNESSY: I would like to ask how would the 
corner stores be stocked in regards to brands? The way it goes, 
the Liquor Control Board is the request or demand, and you couldn't 
probably get in the corner stores; is that what you are concerned 
about? 

MR .« EAKETs~ That 's' connect. 

MR. HENNESSY: The big names would get first, second 
and third, and there would only be so many listed for each store, 
and if the store was small and only X number of brands, maybe 
three brands, and the top brand, the best seller would get to call 
in and you wouldn't be, by how much you sell in each store too, 
or what your volume is at the Liquor Control Board or Brewers 
Retail, when you get listed with them, eh? 

. MR. EAKET: The stores would kethat way, they 
would handle, as you say, only fast-moving brands. 

MR. HENNESSY: On the other hand, wouldn't the large 
breweries hire extra salesmen, they hire them back and forth and 
fire them, and let them go, and they are back, and they would go 
out and start pushing to get their brands listed? 

MR. EAKET: The practices of the brewing industry 
I would not want to get into, but I'm sure they would have to 


have a large number of employees on a strict quality control 
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basis,Ciand a beer is not a» limitless’ age product, it has to be 
controlled as to time, and this would be expensive. 

MR. HENNESSY: Buc to ‘get -listings’ in ‘the*corner 
StCOveES =e was? into) 20} sot know what'1/’m talking” about 
that especially the large breweries, they would hire X number of 
staff, more than they really need, and go out and swamp the corner 
stores, and say they would leave a case by mistake and the guy 
WOULdTitist) their product . 

THE CHAIRMAN: Is that how it works? 

MR. HENNESSY: That's how businesses work. 

SOM justswantMto-know)- 1s that’ your concern; that 
they could outsalesmanship you? 

MR. EAKET: Definitely. 

MR. CALLAHAN: A supplementary. 

THE CHAIRMAN: Yes. 

MR. CALLAHAN: I think we are going far afield 
here, but I want to test the waters while we are here in Northern 
Ontarwoll 26 

Suredy! that. iistexactly what®every” Pepsi-Cola, Coca- 
Cola people, do, it is called marketing, and if you have a 
controlled atmosphere, what does that do to the competitor or 
competitiveness or the ability to try to make a better mousetrap? 
ifivoughaveyguste gottthis.accessvand 1 t¥aliegoes into’ the store? 

I mean, when I go into a beer store, I don't even 


know what brand I'm buying. I'm probably influenced by what I 
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see on the ads on television, that if I drink Molson's Golden, 
some beautiful girl is going to wind up on my table. I mean, 
for Heaven's sake, I think that's probably at the very root 
of some of these discussions on free trade, is the question, 
that as long as we continue these approaches, we wind up being 
in a sense, in a very secure, protected situation, and if it 
ever does become a situation where the U.S. market gets a hold 
in this country, in terms of beer, you can be damn certain that 
they will sell@it -onva marketing yprincipters anda think 2t is 
very dangerous for us to continue to have that very secure big 
warehouse in terms of that, plus all other industry. 

THE CHAIRMAN: I think there is also a presumption 
in your feeling, that there wouldn't be any more regulations on 
the corner stores, with regard to what they can stock, with 
Jello or bread or anything else, and maybe that wouldn't be the 
case? I don't know. 

But. toyget) backs topMreaMorine Setrompawd don't “thank 
he has finished asking his guestions and you Lore two minutes 
and then Mr. Mackenzie has a question. 

MR.MORIN-STROM: It is interesting, the mention of 
Pepsi and Coke. I'm not sure whether there is any Canadian 
brand) of° softsdrink® that; == 

MR.o TAYLOR: Canada Dry 

MR. MORIN-STROM: I don't believe Canada Dry is 


any longer a Canadian brand. 
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What about the costs of the distribution system? 

AS an example, taking your pop operation, if that might he 
reflective of what you might have to have as a distribution 
system to supply beer to corner stores, compared to the kind of 
costs you have under the Brewers Retail arrangement right now? 
What do you think the difference is likely to be? 

MR. EAKET: The costs would be substantially higher 
on a corner store basis. You must remember we are sharing costs 
in a Brewers Warehouse system and the same with deliveries. 

The corner store, on the soft drink basis, we are 
probably looking at about a dol tan fandseaxhalf ito stwo, doltlars <a 
case just for the delivery to that store; and if you have to 
look at guantities and the time it took a man, the time it takes 
CO putea Man Ouwkyy tCakewastruck, iOpeco theustore jemake our ithe 
order, pick up the empties, at a five-case, ten-case drop, at 
fatteen sonstwenty dollarsaanshour,. ts a costly iventurnerr 

The other point is the mark-up that the store will 
require. We know even on a sale price, in the soft drink «cype 
of .Ehing, you are .getting into lbarge:mark—ups,ievenoriftteen or 
twenty per cent mark-ups. 

The chain stores, they go for losS leaders, but the 
small store does not. So you will see a considerably higher 
pricing of your products; «which we,are afraid will cause less 
volumes. 


MR.MORIN-STROM: Just for the record then, out of 
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the number of employees you have, how many are actually in the 
Sault? 

MR. EAKET: About ninety. 

THE CHAIRMAN: Mr. Mackenzie has a question. 

MR. MACKENZIE: Thats) the’ bottemeline {thing aL 
want to get at as well. 

Onl page. 5Vof“yoursbries, you say, "in ‘the? event 
of free trade, all four of your brewery operations in Northern 
Ontario would be closed, and earlier you mentioned you have 235 
employees. I just wanted to know whether that also included -- 
255%——the) sottsdrink operation? 

MRe HAKE I: (Yes, 

MR. MACKENZIE: That's total? 

MRAWEAKE Dearyese 

MR. MACKENZIE: That is the possible total potential 
OLvqob: Lossip sise23ac 

MR? SEAKET. SANo% The.==— wem'think’the sort drink 
operation would survive under a one~plant operation and that's 
why we're going from 235 down to 200. 

MR. HENNESSY. “Lf «may askewsimitrhee2o Searevrrom 
Thunder Bay and Sault Ste. Marie? 

MR. MACKENZIE: All four cities? 

MR® EAKET 2) “Thats correct. 

THE CHAIRMAN: Thank you very much. That helps 


us in considering the brewing industry and I think I indicated 
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the other breweries from Southern Ontario, were talking to us, 
that heretic =“=Tancd eno, One: Nas ‘COLrected me on this, so © will 
repeat it -—) Idonit think, there: is’ a single member on this 
committee that is not concerned about the brewing industry and 
the ramifications that free trade might hold for it. SO we 
certainly will consider your brief very seriously. 

Thank you. 

MR. EAKET: Thank you very much. 

THE CHAIRMAN: We will take now approximately a 


one-minute break. 
--- Short Recess 


THE CHAIRMAN: If we can get started again .... 

We are very pleased to have with us the representatives 
of the Sault Ste. Marie Chamber of Commerce. The brief will be 
presented to us by Mike Peets, who is a member of the Development 
Committee. He has indicated he is prepared to take us through 
his brief and to entertain questions. Mr. Peets. 

MR. PEETS: Mr. Chairman, we in the Chamber 
recognise trade is an extremely complex issue. There is tittle 
empirical data available. So our perspective is of a general 
nacure. 

I'm not an expert -- and I'm not even a very good 


EVO1ISt, as My CONCrts point out. I didn't even number my pages 
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here. 

Canada's dependence on trade and the protectionist 
movement in the U.S. necessitate an immediate review of our 
international trade policies. With nearly 80 per cent of our 
exports going to the U.S., it makes sense that we focus ate 
attention on the special relationship we have with our largest 
. trading partner, especially considering that partner is becoming 
increasingly nervous about its trade deficit. That 1s not to say 
we should diminishour efforts to seek more equitable arrangements 
with the rest of the international community; but, it is essential 
that we give priority to negotiating a mutually beneficial trade 
pace oor the U.S. so that our fragile economy does not suffer 
the adverse impact of U.S. protectionist legislation. 

As a border city we are particularly sensitive to 
the problems facing Canada and our friends to the south. Cheap 
labour in Pacific rim and developing countries make it near 
impossible for North American industries to compete in markets ; 
for products with a significant labour component. Foreign govern- 
ments directly and indirectly subsidize certain of their own 
industries, permitting foreign producers to undercut our own 
market pricing mechanisms. Moreover, many of these foreign 
governments have erected tariff and non-tariff barriers to 
effectively shut out North American finished goods from their 
domestic markets. While efforts have been made through the 


General Agreement on Tariffs and Trade to facilitate international 
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movement of goods, GATT has not been expeditious or particularly 
effective in overcoming non-tariff barriers against North 
American manufactured goods. And, while Canada and the U.S. 
have together been subjected to unfair trade practices of other 
nations during periods of deep recession and slow recovery, special 
interest groups on both sides of the border have naturally jockeyed 
for position in unstable domestic markets. As a result of an 
bh gine Wate g international web of trade barriers, weakened economies, 
and the relative depreciation of the Canadian dollar, Canadian 
and American interest groups have mistakenly begun to view each 
other as a threat to the other's economic well being. 

In the past, Canada and the U.S. were able to deal 
with trade problems on a sector=-by-sector basis, such as in the 
case of the Autopact or as, more recently, in the case of the 
steel industry. Now, however, this method of working things out 
with the Americans is no longer satisfactory. As we lobby with 
the U.S. administration to stamp out one protectionist brush fire, 
another flares up, and then another, and another. Moreover, dealing 
with each sector on an event basis gives us little security and 
necessitates tradeoffs that are less than full measure solutions. 
As a result, a comprehensive treaty agreement might offer a set 
of more stable, longer lasting solutions. 

Over one thousand bills have been introduced in the 
U.S. Congress over the past three years, all attempting to protect 


U.S. industries against imports of logs, steel, sugar, softwood, 
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fish, copper, cement, mass transit equipment, potatoes, and other 
commodities. While their valid reasons may be aimed at the Pacific 
Rim and Europe to a large extent, Canada would certainly get caught 
in the crossfire unless we negotiate a comprehensive deal with the 
Americans. Such a special arrangement would give both countries 
the opportunity to carefully restructure both economies to shake 
out the inefficiencies, take advantage of what each country does 
best, and develop new world-competitive industries. Over the next 
year, the liberal trade administration in the U.S. may have to give 
in to or may be overruled by the protectionists who see foreign 
trade practices as unfair; and,with elections coming up in the 
U.S. next year, we ate? negotiate now to stop the protectionist 
movement. 

A comprehensive trade agreement with the U.S. does 
not mean selling out, compromising our sovereignty, or changing 
our social structure. It simply means removing barriers to trade 
and defining the rules of the game. It would be a commercial 
transaction for mutual advantage. 

Removing trade barriers would in theory benefit 
Canada in a number of ways, provided Canada can make the adjustment 
without interprovincial, inter-regional or inter-industry 
squabbling. There would be winners and losers in a more open 
North American market, and the potential losers must put the 
interests of the country ahead of their own. At the same time, the 
winners have an obligation to help those whose regions, businesses 


and jobs will be adversely impacted by the transition to a less 
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barriered marketplace, making the required resources available to 
enable them to bring themselves into the winners' circle within a 
reasonable period of time. Those who would be hurt by the lowering 
of trade barriers are those whose present economic endeavours are 
not viable without the current system of subsidization by Canadians 
through higher prices and taxes. In the end, taking away the 
protection and subsidization would cause hardship for only those 
who cannot or will not compete, that is, those who are doomed in 
the long run under the status quo or any trade option. 

A more open trade arrangement with the U.S. 
Obviously would benefit the resource-exporting regions outside 
the Montreal=Windsor corridor, quaranteeing access to the U.S. 
markets on which they largely depend. In addition, these same 
regions would benefit by a 10-20 per cent decrease in consumer 
goods prices. "Periphery" Canada would buy less from Central 
Canada, as trade would shift to a more natural and efficient 
north-south distribution pattern; however, increasedeconomic 
viability in the periphery assures Canada's sovereignty, relieves 
Central Peas the burden of carrying unviable periphery regions 
and sets the stage for secondary manufacturing development in 
Western Canada, the Maritimes and Northern Ontario. Granted 
Southern Ontario and Quebec manufacturing industries risk the most 
in a truly competitive North American market; but, because all 
Canada is at risk if we do not restructure toward a state of 


world-competitiveness, Central Canadian industries must look beyond 
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their own special interests. They must see that the future lies 
in the challenges of hassle-free access to the U.S. mega-market, 
shifting resources to growth products and services, and 
specializing in what we do best. The future does not lie in 
propping up industries that can never compete internationally, 
protecting dead-end, low-paying jobs or preserving distribution 
systems that discriminate against Canadian consumers. To reap 
the benefits of reduced trade barriers between Canada and the U.S., 
we might turn our attention from the negatives to the specific 
advantages that would accrue to particular sectors/regions and 
to the mitigation of risks facing these economic groups. 

In the Ontario context, Sault Ste. Marie is unique, 
being remote, being a border city, having a dependency on one 
industry. We are the gateway to areas of significant natural 
resource and tourism potential, with good access to all modes of 
transportation. We pay 15 per cent more for goods,gasoline and 
durable goods than do consumers in Southern Ontario. Outside 
of the steel industry, our wages are lower than those in Southern 
Ontario, especially in jobs occupied by women. Our unemployment 
rate runs higher than the national average. Our resource industries 
are highly leveraged, inventory intensive, and U.S. market oriented, 
making it challenging to obtain bank support to finance growth. 
Steel, mining, forest products and tourism benefit from the current 
Canadian/U.S. exchange rate and continued access to the U.S. market. 


Successful protectionism in the U.S. would severely impact Sault 
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Ste. Marie, forcing us to become a burden on Southern Ontarians. 

More accessible markets for our major employer, 
Algoma Steel, means less unemployment for Sault Ste. Marie. Algoma 
Steel has forced itself to become lean, concentrating on profitable 
produce lines, productivity, and modernization. When modernization 
is complete, Algoma Steel will be positioned as a world-class, 
technically-superior, market-drivgm steel facility, having the 
ability to withstand cyclical demand fluctuations in a highly 
competitive steel market. Algoma's products are competitive right 
now in the U.S. market, without any subsidies we might add; but, 
their recovery from the recent recession would have been nullified 
ifthe *miltions of ‘man -hours’ “spent lobbying ‘the -U ¢S-.. *had*net 
resulted’ in'*a’ Stop to “the “first! wave-of UJS /*protectionismtin W983. 
If new protectionist pressures in the U.S. succeed, Algoma Steel 
could be forced to shift investment away from Sault Ste. Marie into 
the U.S. in order to remain competitive in that market. Lecis 
therefore essential that we not only negotiate an end to U.S. 
protectionist tendencies but also, a deal that aise es long-run 
market access and an atmosphere conducive to continued investment 
and job creation in Sault Ste. Marie. 

A comprehensive agreement with the U.S. would benefit 
more than just our steel industry. Mining and forest products 
industries can gain stability from secure markets free from the 
threat of protectionism. The capital-intensiveness of these 


industries means that growth sectors within these broadly defined 
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industries will require new and modern equipment, thus increasing 
the market potential for competitive capital goods manufacturers 
in Southern Ontario. Market security for these Northern resource- 


based industries also means increased investment and efficiency, 





as well as more permanent job opportunities for our native peoples. 

The absence of tariffs and elimination of non-tariff 
barriers also gives new opportunities to existing “Sault Ste. Marie 
small business. With our well developed infrastructure and 
transportation facilities being the largest within a radius of 
three hundred kilometres, the lifting of trade barriers opens up 
the Northern Michigan market to our developing secondary manufacturing 
and -processing (industriesi,; and to, our well established service 
sector. In addition to increasing the market for many of our 
small businesses, the people in the Michigan Upper Peninsula would 
benefit from our relative economies of scale as well as our 
expertise in everything from pizza dough to financial services, 
from beer to architectural services, from furniture to health 
services. Increasing our sphere of influence by. 25 per cent 
means more employment opportunities and more profitable and stable 
small businesses. 

We expect a U.S. trade agreement would lift more 
than obvious trade barriers; it would remove the psychological 
barrier to new, outside investment in secondary industry in Sault 
Ste. Marie. While it would be a fantasy to believe we could 


entice manufacturing firms to move to our area; there is every 


85 

reason to believe we could attract our share of investment in new 
plant by European entrepreneurs seeking access to the U.S. market. 
Moreover, Sault Ste. Marie could reasonably expect to compete in 
attracting new auto related parts manufacturing ventures, for 
example, because the distance from, say, Kitchener to Detroit is 
not much different than from Saute Ste. Marie to Detroit. At 
present, potential investors, as well as ourselves, view Sault Ste. 
Marie as too far away from the market to justify locating a plant; 
however, with respect to any sort of manufacturing, we have always 
looked at Southern Ontario as the market. Under a comprehensive 
trade agreement, we see our market down I-75. 

On the supply side, Sault Ste. Marie looks forward 
to lower consumer prices as a result of comprehensive trade 
agreement with our U.S. neighbours. The removal of tariffs on 
goods imported from the U.S. would lower the landed cost of these 
goods, permitting wholesalers and retailers to pass along the 
Savings to consumers throughout Canada. Sault Ste. Marie would 
benefit additionally from more efficient distribution chains, 
bypassing Sudbury and Toronto where appropriate, obtaining our 
Imports .directly trom ythe north-south Michigan distribucion network 
that currently stops within sight of downtown Sault Ste. Marie 
just across the St. Mary's River. The Michigan distribution 
network would give us an alternative source for all consumer goods, 
and the resultant competition would bring down high prices currently 


BuUSEit ied by alleged higher costs of transporting goods to our 
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region from Southern Ontario. Our transportation experts tell us 
the cost of moving food, fuel and consumer goods from Toronto to 
Sault Ste. Marie is currently little different than the cost 
between Toronto and Windsor or, indeed, Detroit and Sault Ste. 
Marie; and yet, our prices are higher than in Windsor or Sault 
Ste.Marie Michigan (currency adjusted). We conclude that with 
competition in the distribution chains, Sault Ste. Marie would no =; 
longer be a captive market for Toronto-based distributors, and 
fairer consumer prices would result. 

While most businesses and consumers in Sault Ste. 
Marie would benefit from lessening of trade barriers, our brewing 
industry might not survive without restructuring and a major 
change in the involvement of, and the impediments placed by 
government in this saturated Canadian beer market. The efficient 
super-breweries in the U.S. have excess capacity with the ability 
to cover the Canadian market ten times over. At the same time, 
Canadian breweries face three times the tax structure of their 
U.S. counterparts. Despite having the most efficient beer 
distribution system inthe world, Ontario breweries, their share- 
holders and employees will be the losers in the comprehensive 
trade agreement unless this industry is exempted from a free trade 
environment, or at least given an extended adjustment period with 
special rules. 

The prospect of lower consumer prices, better quality 


jobs and more entrepreneurial opportunities will undoubtedly bring 
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business and labour closer together in Sault Ste. Marie. Stability 
in market access will lessen business risk and enhance the invest- 
ment atmosphere; growth will mean higher return on investment and a 
higher wage in a competitive job market. Market security means 
job security for Sault Ste. Marie, and both are essential ingredients 
in the challenge to make labour, management and capital more pro- 
aes in Northern Ontario. 

Sault Ste. Marie and the surrounding area would 
significantly benefit overall from a comprehensive trade agreement 
with the U.S. Protectionism, however, would seriously hurt our 
resource-based economy as well as our efforts to diversify into the 
secondary manufacturing sector. The risk of protectionism winning 
OULTIn thie U.o. = srgreatp put-even if protectionism, fades,in. the 
U.S. for the moment, +t can ‘and. probably will rise again totrouble 
us=in theeruture., And; “as Jong asthat “threatvof protectionism 
is there, the uncertainty iwill continue to cool the “investment 
climate in Sault Ste. Marie. For that reason, we favour a compre- 
hensive agreement and a movement toward freer feede under all 
circumstances, recognizing full well that the risks of such an 
arrangement with the Americans affect Sault Ste. Marie less than 
Canadians to the south of us. 

With a comprehensive agreement, Canada would face 
several risks and adjustment difficulties: 

- Canada would be locked into a contractual 


arrangement and could see its bargaining power limited in efforts 
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to amend the agreement. 

- Non-tariff barriers can take many subtle forms, 
making it difficult to supervise and monitor the terms of the 
agreement: 

- Too many exceptions may creep into the agreement 
to water down the mutual benefits. 

~- Displaced workers may not have the willingness 
to retrain or relocate despite the prospects of better security 
and higher wages. 

- Displaced capitalists may not choose to reinvest in 
growth market industries, preferring just to cash in their chips, 
in spite of any sort of incentive to reinvest. 

- Increased investment may move the Canadian dollar 
toward the U.S. dollar, reducing demand for Canadian products. 

= Weak=industries will” Eoldquickly,abutere will 
take a while to organize new-tech businesses and products of 
up-market products. 

Most of these concerns clearly ere ee Southern Ontario 
and Quebec more than Northern Ontario. Nevertheless, it is in the 
best interestof the North to have astrong industrial base in 
Ontario. It is essential, therefore, that trade negotiations 
include safeguards to cover off these concerns and assure that freer 
trade has long term net benefits to all Canadians. 

There isno question that some of our welfare 


economics will have to go. The Americans will not enter into any 
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agreement that permits subsidization schemes that prop up weak 
Canadian sectors giving them unfair advantage over their U.S. 
competitors. Other than subsidies of a temporary and reducing 
nature, such as Ontario's Tourism Redevelopment Incentive 
Program, subsidies should be eliminated in any event; so bargain- 
ing them away certainly would be a valid strategy. The problem 
will be showing Americans that what, in some cases, may appear 
as a subsidy from the U.S. perspective, is not a subsidy from the 
Canadian perspective, for example stumpage in the softwood 
industry. While most subsidies, and perhaps some of our trade- 
restricting marketing boards, will bite the dust, there is no 
indication the Americans would hold out for elimination or even 
modification of universal programs such as OHIP. As a result, we 
see no reason to fear negotiations with the U.S. 

A fear we do have is that the benefits of lower 
tariffs, and consequently consumer prices, will be taxed away by 
federal and provincial governments sometime during and after a 
transition period. Before entering trade negotiations with the 
Americans, we would like to see a firm commitment from the 
Canadian and Ontario governments that they will not increase sales 
taxes or embark on any other schemes that would negate the consumer 
benefit of freer trade. 

We do not fear Canada will be forced to follow U.S. 
policies any more than we parallel them now, nor do we fear Canada 


would lose its ability to make adjustments to the Canadian economy 
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through independent monetary and fiscal policies. In fact, we see a 
comprehensive trade agreement as a framework in which Canadians 
and Americans will better understand each other's problems and 
needs, lessening the risk of one government implementing policies 
that would adversely affect the other country. 

We favour a comprehensive trade agreement with the 
U.S., not just because it will help Sault Ste. Marie, secure markets 
for our resource industries and lower our high consumer prices. We 
believe Canada is losing its position in international trade for a 
number of reasons that can be corrected by a focus on trade with 
our biggest customer. We can no longer wait for the world to knock 
on our door; we must learn to market aggressively, but fairly. 
We must develop better labour management relations to create an 
atmosphere where workers will support productivity programs. We 
need to get away from low-tech industries, make more use of modern 
technology, develop better quality management, attract capital 
to build new and efficient production facilities, and move toward 
up-market products with a future. Clinging to labour-intensive 
industries is not too intelligent because we cannot compete with 
Third World labour rates. As Lipsey puts it, "If we insist on 
producing their goods, we will have their standard of living." 
A comprehensive agreement with the U.S. gives Canada the opportunity 
Ou 

1) Accelerate restricturing of our manufacturing 


sector to take advantage of a rapidly changing and highly 





oA 
competitive international Perey ine 

2) Give stability, viability and Aa AER ee 
to the resource-based, export-dependent regions outside the 
Montreal-Windsor industrial corridor; 

3) Ratse "the standard of living for all, Canadians 
willing to work toward a common goal. 

We cannot afford to be left behind in international 
trade, and we must take immediate steps to regain our position with 
respect to the rest of the world. The benefits of freer trade 
outweigh the risks, and the window of opportunity will close on us 
if we continue to analyze the issues to the extreme. We must start 
negotiations immediately and work out, aS we go, a dynamic agreement 
that deals with realities, contains safeguards, and responds to 
change. 

Gentlemen, thank you. 

THE CHAIRMAN: Thank you very much. We appreciate 
the effort you put into this and appreciate at least that you are 
going to give the Kitchener Autoparts industry time to adjust 
before we come up here .... 

Mr. Mackenzie. 

MR. MACKENZIE: Just three or four points. You 
talk on one of the last pages about ".... while some subsidies 
and perhaps even some of our trade restricting marketing boards 
will bite the dust, there is no indication the Americans would 


hold out for elimination or even modification of even such 


7/mc 
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things as OHIP." Not only have a number of the programs been 
raised by spokesmen down in the States, but the core and the 
plight of the fishermen in Newfoundland and the Maritime provinces, 
is that the governors in the U.S. New England States have very 
clearly said that the UIC payments which are paid because the 
fishermen can only fish three or four or five months of the year, 
are a subsidy and an unfair subsidy. There are many indications 
given of the current atmosphere and this is one of the things we 
are facing a challenge on. And if you erase marketing boards 
with farmers, I know what would happen, very quickly. 

I'm wondering how you are so sure we won't face this 
kindof pressure? Because the U.S. negotiators are not going to 
be passive, unless they know they are going to get something from 
us as well. 

MR. PEETS: With regard to marketing boards, I'm 
not challenging that marketing boards are bad, or good for that 
eee they are there. I think that is one of the things that 
the Americans will want us to get rid of. 1a aaa know that we 
Want GO. 

MR. MACKENZIE: The representative of the U.S. 
Department of Agriculture, that we met with in Washington, pretty 
clearly stated that agricultural matters, all these issues would 


have to be on the table, and there are others, that somehow or 


other we could carve them up like the Autopact for example. 


But certainly, the impression I got, and I think most of us, was 
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that,at,least.to.start waith,;aliof.thesesthings earg haveytoy be 
on the table. You wouldn't start negotiations unless you were 
carving some of these out, and that means you are exposing right 
off the bat. They are serious concerns and they are concerns 
today that result in jobs .... 

MR. PEETS: Because they are on the table doesn't 
mean we have to give them all away. 

MR. MACKENZIE: Well, if I -- 

MR= PEBTS: And I think that we arealways ina 
process of modifying our structures ourselves. Perhaps modifying 
some of-these structures is not a bad idea and can be taken in 
conjunction with our negotiations? 

MR.MACKENZIE: You see, one exception you make in 
your brief, obviously geared to these concerns you have, is the 
Northern Brewers? 

MRantPEETS saeYes- 

MR. MACKENZIE: Right off the bat? 

MR. PEETS: Yes. 

MR. MACKENZIE: Let me tell you the packaging 
industry made it very clear to us -- and whether they are right 
@r WEOnG; [lt 'seonlyntheir worde..?: but they hin mostiotathei: 
plants, were finished, at least a good chunk of it, if we entered 
into wits, p.havingsReneenumberpof tandustries thaterelake toric: 

You talk about the additional transportation that 


would be possible for the Sault. The trucking industry told us 
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very clearly, given deregulation and the size of the American 
companies, they were probably close to being out of business as 
well, in Canada. SO welmightigetta Lot more trucking Jobs), but 
it might not be Canadian companies and Canadian truckers. 

I am just wondering how well you have researched 
some of the perceptions that you have in your brief here. 

There is another point I wanted to raise with you. 
LOUCSa Ye; 

".... Central Canadian industries must look beyond 

their own special interests. They must see that the future 
lies in the challenges of hassle-free access to the U.S. 
mega-market, shifting resources to growth products and 
services, and specializing in what we do best. The future 
does not lie in propping up industries that can never 
compete internationally ...." 

What about steel? They told us here this morning 
that internationally they cannot compete and probably never will. 
They can compete in the North American context, maybe, but. that's 
hee Where do we go from there? 

We went to free trade essentially in Canada in the 
farmrmachinery, industry and if-yousgo throughswhat!' Sst*leftoot i.e == 
over theperiod of the last ten years and it's almost gone, in this 
particular country-and provincevot tours eWwerhadra-good-chunk*oft 
the electrical industry and that's almost disappeared. 


Almost all of our industry, we cannot compete in 
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terms of world economic competiveness because of the Third World 
and their wages. 

SO» E*gquess’theeqkestion Il 'measking:you,lat what 
stage -~ if we use your argument, we could close down most of our 
industries, but do we have or do we not have an obligation, or do 
you say that the Chamber would take a look at whether or not it is 
in our interests as a province or a country, do you see that we 
have the capability of surviving in some of the industries, even 
though industry on a world basis is not going to be competitive; 
in other words, is there something in terms of our own economic 
cultural sovereignty and identity that says Hey, we should have 
tne-abilpey5 and Llewill use but one example: in the food industry, 
we used to provide 70 per cent of all the tomatoes we use in this 
country, in Canada.’ We’ can provide 100 per cent according to the 
agricultural ministers, both federal and provincial governments. 
Now we are down to less than 30 per cent, and I think it is 
actually less than 20 per cent. We have lost also now the ability 
tOepricesi ts 

So I guess the question I'm really asking is, do we, 
if we accept that theory you put down so very clearly, do we then 
say it's really not important that we retain some existing 
industries, whether they are the old traditional industries, or not? 

MR. PEETS: I don't believe’ that’ =-. it was a long 
question, and it is very relevant, yes. Bute Chink: youware 


making a bad assumption. You are making the assumption that most 
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industries in Southern Ontario are not able to compete. I think 


they are able to compete. I think there are a few industries 





that cannot compete. 

MR. MACKENZIE: So in effect, the brewers notwith- 
standing, or the packaging or trucking industries, we should let 
them go? 

MR. PEETS: I'm not sure the brewing industry should 
be brought in here. That's a special deal, where you people 
raise your money from. 

MR. MACKENZIE: But that's your argument going, right 
here. 

MR. PEETS: TaWwOULO NOL OU tb senate. et welct et 
for the need for us to use that industry to raise tax money that, 
very well, it could be an efficient competitive industry. 

MR. MACKENZIE: I will give you the white goods 
industry in my town, “inolwvs veac, aumatter vot tact sand fourcor tine 
top officers, including the president of the company, they tell me, 
from seven it is now down to three and likely to go down to two 
within a very short period of time, and no way in that entire 
industry they can compete. So there are a lot of workers in the 
white goods industry. 

MR. PEETS: As a consumer, I'm not sure why I should 
pay you, if you can't produce efficiently. 

MR. MACKENZIE: I understand that, but you are talking 


about the total integration of our economy? 


a7 

M7 PEETS? Not 

MR. MACKENZIE: Well, you make an argument for the 
resource industries in Northern Ontario and I agree with you. 

MR.PEETS: “Yes, that is our ‘perspective: 

MR.MACKENZIE: But that is the only industries in 
Canada where we now have surpluses and Seren surpluses in 
trade? 

MR. PEETS: That's what we do best. But eyou cana 
Cut Orn thewarms == 

MR. MACKENZIE: They are capital intensive, they are 
not labour intensive, and they are also Lacitr free, They are 
aoe hy Caritic free? 

MRUSPEETS.. -Yes. WWhateabout the non=tarLziftebarriers? 
It is the non-tariff barriers that discourage investment in the 
resource-based industries. You cannot be prepared to invest in 
a resource-based company if you see that threat of protectionism. 
Why would you invest? The only way that you can invest in resource 
industries is if you know that the market is cere ands that.Llt is 
Sstaplewand=that-Ssomebodys2s*not going to turn around and politically 
cut off your market. 

MR.MACKENZIE: Finally the same question I guess I 
have asked most people that support the free trade position. 

Where are the job gains? As’ Iyrecaliy.otner: than 
some hoped for large pipeline easterly, we talked about, there 


wasn't even a willingness to commit themselves, we might say, what 
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we have in terms of the steel industry, and certainly the steel 
industry in Hamilton told us it would be protecting the status 
quo, was the best we could hope for. 

So we know the down side, whether people like to 
count the winners, or the losers -= and they are substantial. 
Where are the actual gains? 

MR. PEETS: That is what I would like’ to know. 

Our perspective is, from the resource-based and 
steel industry, the Sault Ste. Marie small businessmen, from our 
perspective, is not from Southern Ontario. We recognise that is 
where the risk does lie and those things do have to be addressed, 
there is no question about it. But from our perspective) An,Sanit 
Ste. Marie, if the Americans put up barriers, we are devastated. 

MR. MACKENZIE: But alternatively, in terms of small 
plants, we have been told literally, where branch plant economy -- 
and fortunately not steel obviously -- that we run the risk of 
more of those plants being pulled out of Canada, because there is 
no rationale whatever, when they have excess productivity in the 
States, to keep plants that were set up here, only to access the 
Canadian markets. Why should they keep them here and how, out of the 
argument you have made here, that you would have a chance to pull 
in more small manufacturing plants into the Sault? I am just 
wondering how you can make that argument? I would like an answer 
to that argument. 


MR.PEETS: I think access to the marketplace for 
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small businesses, secondary manufacturing businesses, up until 
now has been Largely psychological. We are not that far away 
from the market and yet we keep telling ourselves we are. 

MR. MACKENZIE: If what we are told is true, that we 
are likely to see a move of branch plants out of Southern Ontario, 
do you think at the same time they are going to move into Northern 
Ontario? 

MR. PEETS: The future doesn't lie in branch plants. 
The future lies in developing small businesses. 

MR.MACKENZIE: You think that is one of the mistakes 
we have made in the past? 

te RS: We should be encouraging small business, 
the entrepreneurial spirit is what we should be encouraging. 

That is what we started with in Sault Ste. Marie and that is what 
we are trying to develop, is that entrepreneurial spirit, the 
small businesses. 

THE CHAIRMAN: Mr. Smith. 

MR SMITH Yes. I give you aueaee for taking the 
time to make this presentation. 

There is one comment on the last page here, as I 
have read..through jyour sebrief peand :Iewouldslike,to tell you I 
really believe that if we go with free trade, as you have stated 
on -- I have numbered the pages here -- No. 3, you said: ".... raise 
the standard of living for all Canadians willing to work toward a 


common goal." I really believe, if we go for free trade, you will 
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lower the standard of living of Canadians, and they might as well 
accept that. Because we just won't be able to compete. Have 
you any more comments on that? 

MR.PEETS: ~FirstY or ali, have not anywhere in the 
presentation mentioned free trade .... 

THE CHAIRMAN: A comprehensive agreement .... 

MR. SMITH: Very close? Let's say that? 

MR.PEETS: I got up this morning and had enhanced 
access to my toaster, but I don't have free trade. Freer trade, 
yes, but not free trade. 

MR... SMETHs ~Okay. Freer trade. In order to compete, 
we are still going to have to lower our standard of living, if 
it istassmucn higher -- what I have heard some of the other 
gentlemen say here, that our wage packets are, than our American 
counterparts, than certainly our Asian counterparts, to me there 
is no way but what we are going to be losers, if we open this 
Be any up, and whether it is free trade or enhanced trade or 
deregulation or whatever the word might be. | 

MR. PEETS? Do youenor= think that= consumer prices 
would go down? 

MR. MACKENZIE: They would have to. People wouldn't 
be able to afford to buy them, wouldn't have the money to buy them. 

MR. .SMITH:” If*consumer prices-are=going down, isn’ ec 


there going to be a chain reaction? Because it is something like 
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the garbage problem, everybody wants to get rid of the garbage 
but they don't want it in their backyard. Everybody wants to see 
the other guy become more efficient, but they don't want a drop in 
their wage or standard of living. This is where I think we are going. 

Another point is, on the next page -- 

MR. TAYLOR: This is irrelevant and so biased, because 
if -- at least 40 per cent of gross provincial product is dependent 
onsexports) mostly “tosthesUnited.-States, and if -thatimarket is 
closed to us, don't you think we are going to suffer a decrease in 
the standard of living, a substantial decrease in our standard of 
livingalrfathatahappenss inrother-wordsy ttits a-fencefagainstethe 
inevitable, the way things are geia now, that you have to presumably 
enter into discussions. So that what we are talking about here, I 
suppose, is an opportunity to maintain what you have and to enhance 
PISevVOusCcan? 

MR. SMITH eNYourthaink-weeéwilllgainsthatyuirewes=— 
MRZSTAYEORseuwell;- Luedon' tewantstosaget -intoy--— 
THE CHAIRMAN: I think we are getting IneOra 
discussion that the committee will have on Tuesday .... 

MRIGSMITHey Ontpager 24 te says 7ecelinging*toslabour= 
intensive industries is not too intelligent ...." and how are we 
going to keep these people, if these businesses become so efficient 
as everybody talks about? What are you going to do with the people 
bhateyvoushaverlaideoLriPine. becoming morevefiaicient? 


MR. PEETS: Perhaps you are talking about the shoe 
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industry in.Cambridge?:, Is. this: the- type,of. thing yousare-reférring 
to? Those are some of the people that may be seriously affected? 
I would suggest that it is necessary to retrain those people. It 
has to be done. 

MR.SMITH: As long as you have got an alternative, 
that's fine. 

MR.PEETS: There are businesses that open up every 
day, in the United States, and those people that open those 
businesses are opening them up because they see a market. 

We can open up those businesses just as easily, we 
can go after that market. We need to identify the potential 
markets for the small businessmen, in the United States, that is 
a huge market that we can go after. 

It is the big guys that have the exports to the 
United States, 1.think»forythe most part. ,»ledonetuhavyestactseon 
that,.but DT.wouldsthinkwitwisethe «bag guys: 

I think we want to help the little guy to get at 
that U.sssmaxrkets A fellow came to me pene ee he had a great 
idea and a great presentation, in the infant stage, it was to 
bottle water and sell it to people in Cleveland. 

MR. CALLAHAN: That is going to be our biggest 
commodity is water. 

MR. PEETS: Now, that is the kind of entrepreneurial 
Spirit that we need to encourage, and there are markets out there, 


just that kind of thing. That's where the jobs come from. 


2S 


MR eMLTHs eit hope you'rej right. Bute Lewitt Paback 
OLT th iyey se 

MR. CALLAHAN: I think it is an excellent presentation, 
although there are a few things I think it fails to address. But 


beforesljsaypthat, I-find it very interesting, every, brief that. I 

have received, either in this committee or any other committee, is 
printed out nicely, and I'm sure that there is probably a package 

that is sent down to the U.S. every other day, so that they can 


read exactly what our position is and what our fears are; and I 


think that gives them grave concern. In any event .... and I 
say that as a person born in the United States. so, PF comevatethat 
with a learned experience. In any event .... 


I notice here that you do not address the question of 
our tax system? 

MR. PEEIo te eNO. 

MR. CALLAHAN: I hear the questions about the United 
States being concerned about the question of subsidy and really, 
the United States tax system is almost totally a subsidy. There 
are so many different write-offs that they get, and so many 
different approaches they get, they are indirectly subsidizing their 
industries; andsl think stnhat sit. rtssaimost paramount reaatwan-erntire 
revamping of the federal tax system has to be made, before you can 
make arymeaningful decisions with regard to free trade or whatever 
you want to call it; or certainly giving away, the question of 


subsidy, because without that we may as well be the signers of 
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bhesoSlsti State: 

The second question is that you do not address the 
question of a long known position of Canadians, that we would rather 
put our money in the bank than invest in equity capital; and that 
again is tied in with the tax system. 

Py NUStOSAyY GSW nOouts Saying: ite ieampalt toa) 
fashion -- I was very distressed by the huge majority that was 
gotten in Ottawa and the fact that they did nothing but tinker with 
the tax system, they did nothing to encourage people to invest in 
equity capital and in fact they did the reverse, they encouraged 
them to put their money in that safe, true chequing account. So 
that has to be addressed, and I notice that is not addressed, at 
Leastiinet)-Sspeciticaliveinevourl brief. 

The next one that is rather interesting -- and I 
don't know what you people experience in Sault Ste.Marie, but 
I know just recently some of the U.S. broadcasters wanted to know 
whether jor not), 1 £) thesWorddiseries splayed: in Toronto,.do, we 
have snow on the ground and do they have to wear parkas or whatever. 

I think there is a dearth of education on Canadians 
in the United States, as to what Canada is all about. They see 
us aS a great place to come and fish for muskie and go skiing, 
and they don't realize we have four seasons just like they do. 

I think thatis a very significant feature that has to be addressed, 
in terms of ever convincing entrepreneurs in the United States to 


invest in this country. 
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And the final one, you talk about the question of 
== yOuNaG, address. this tin vyour brief ‘and’ I/would!have’ thought that 
Loeconumentssare: béings made? here on fav partisan™ basis, that my 
colleagues in the NDP would have jumped on it, the final part 
of page 12 and the top of page 13, "Clinging to labour-intensive 
industries is not too intelligent because we cannot compete with 
Third World labour rates." I suspect from that, you are advancing 
the cause for robotry, and robotry of course is beautiful if you 
anew Dun leimgrrobors out wE-syouF are* not building= robots and buying 
them from Japan “or Korea or any place’... it is* just eliminating 
jobs for Canadians. So it seems to me that the whole exercise 
is one in futility in a sense, until you address some of those 
major issues that I have just alluded to. 

I would also echo this phrase, and I hope that I'm 
reading 1t. right, bechink: this protectionism nonsense visys Nox ely 
directly related to the U.S. elections. As they always do. 
Youtnoticepeinimy conmmunzey,;ethey pull out all the yobs, they fold 
up an industry that has a parallel industry to se of the ones 
in the United States and take all the jobs down to the U.S., until 
the election is over. Then bring enon back*up "again. 

MR. PEETS: Did you see Paul Newman the other night, 
the movie where the volcano was erupting and the guy that was 
running the hotel, he thought it was nonsense that the volcano was 
going to erupt. Well, Paul Newman survived and the other guy 


aidan’ Bave..¢ 
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MR. HENNESSY: But he made the picture cece 

MRVPEETS: “I'menot saying, and I don’t chinks anybcey, 
is saying that protectionism is definitely going to come out and 
grab us, but we do have to be really concerned about it and take 
steps to see that it doesn't happen. 

Tf LI ‘can° go back, because Lt»was a four—-parc 
question, I think), and a Jong question. I think you talked about 
first, the tax system and yes, I think you are one hundred per cent 
right, the tax system should be changed, should be overhauled, and 
Maybe this is a goodvopportunity to bring 12tCin. 

THE CHAIRMAN: Theirs or ours? 

MR. PEETS: 81 cant speak tor theirs, 2 idon t know 
enough about theirs, but I think ours definitely should be over- 
hauled. 

As far as your second part of the question, the 
banking, you suggested that people are putting their money into 
the bank rather than investing it? 

MR.CALLAHAN: Or in a sock or in the mattress or 
whatever? 

MR. PEETS: Yes, we're great savers. There is a 
crowding out effect of Canadian government budget deficits that 
I think somehow drives interest rates up and somehow induces 
consumers to keep their money in savings vehicles, saving accounts, 
term deposits and this sort) ci thing. 


I would like to see interest rates come down and I 
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don't know how that can be done, but I think with interest rates 
down and stable, that the Canadian who up until now has saved, 
would be induced to put his money into investments. 

There is no way when interest rates were 21 per cent, 
you were going to get me to put my money into the stock market; it 
WaS4EO0OrrlSkyum Loawas toorunstable. But .putting it into the swbank 
was very safe. With low interest rates, I might be convinced to 
PUEbsLtSintosehenstock market-or.some»other.company.,,-BUt Ll, think 
that is a bigger problem than we can really address here. 

MR.sGALLAHAN: =. Justigoing.at rthat .problem, gif .you 
lower interest rates, you then decrease the dollar and increase 
our balance of payments, because U.S. investors are not going to 
bring their money up here, if rates are not higher than the U.S., 
or any other international person. 

MR.PEETS: That's not necessarily so, in my opinion. 
When interest rates were a little bit unfavourable, during that 
crazy period of the recession, the capital did not flow in massive 
eamountsaoutatonchen.UseS.74 ibe tact, -aecacapital Bara inet rom 
European investors who have different motives than Americans. 

I think we look too much at the motives of investors and.try and 
speculate, that they are always looking for a return on investments. 
The West Germans -- and you would know this from Kitchener -- the 
West Germans tend to bring money to this country because it is a 
great place, it is safer than their own country, perhaps, and 


they have different motives for return on investment. 
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THE CHAIRMAN: And the tax situation in West Germany? 

MR.PEETS: For whatever reason, that money comes in, 
not just because of the rate differentials between the United 
States and Canada. 

MR. CALLAHAN: Just as a good example of -- and to 
close Off? Mr .tChairman™...2-Po you look ae ™the mevrewimaustry, 
the TV industry is now making more movies in Canada because of the 
tax advantage of doing it here as opposed to the United States. 
So that is a key example of why the tax system is at the root of 
this being successful in any way, shape or form. 

The second thing is I can remember talking to a bank 
Manager one day, for a client of mine. I asked him -- the guy 
was borrowing ten thousand dollars on a two thousand dollar home 
(sic). I’said, “Here is=a guy putting "avy ioc or money up Lrone- ana 
getting ten thousand dollars, so surely the interest rate should 
be lower for that man than somebody else, because the risk -- I had 
always understood the interest rates were on the basis Of LUSK. 
"No," he said, "that's not true. See the bank across the street," 
and’ I -said, “Yes, "and he satd,"!Ihney"’ re "cnargingo= that Tate, #Sso- lam 
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charging that rate." So you have absolutely no flexible, free- 
market situation there either. And I'm very displeased that my 
friends, either the liberals or their friends, haven't addressed 
that question. 


THE CHAIRMAN: Mr. Morin-Strom. 


MR. MORIN-STROM: I have a question about the 
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perception I get from your analysis. You seem to be suggesting 
that Sault Ste. Marie geographically makes more sense in terms of 
trade with the United States and being involved with the Michigan 
economy than the Ontario economy? Do you think that Sault Ste. 
Marie would be better off economically as part of the United 
States? 

MR. PEETS: No. I haven't ever thought of the question .. 

MR. MORIN-STROM: Your analysis then on wanting the 
natural ties pas ca link »~sthe ties tosbe with -Toronto,..and we i;could 
have much lower enone prices, buying American goods here in the 
Sault and supplying stores in Kitchener and -- 

MR. PEETS: —- 1 would like touwcorrect «the pimpression 
wefarecotakingesobseirem Kitcheneray;windon)tathink so. 

L“think as 2 indicated vin~ahbere,.bathinkw a tawouldlbe 
a fantasy for us to get businesses to move from places like 
Kitchener to Sault Ste. Marie. I think we are looking for new 
businesses to open up and we want to be competitive in that area. 

But witheregardysto the United-States,,it.is natural 
that we trade with people across the border, it is more efficient, 
but that doesn't mean that we have to join the United States. 
MethinkOuraway CleliteuLs aelitele ditferent and thataweahave 
many advantages that they don't have. 

MR.MORIN-STROM: So you are not advocating economic 
integration with the United States? 


MRe th PERT Ss) «Ofte COUGSe,nOte. Lidonitythink any, of 
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our Chamber members would suggest that. 

MR. TAYLOR: One general comment, Mr. Chairman, if 
I may, and I guess this is a message to you: when you are referring 
to Northern Ontario and Southern Ontario, don't confuse Southern 
Ontario with Metropolitan Toronto;"and I ‘say that not-facetiously. 
Because Toronto, 1£ you want to run Toronto statistics intowene 
overall picture, it will dominate the picture. So that when you 
are talking on the sixth page of your unnumbered pages .... about 
a 15 per cent higher rate for food, gasoline, et cetera, if you 
Visit my riding “in“southeastern Ontario /-you' willsfind sthat 
probably the price of gasoline is higher than in Sudbury or Timmins 
OU Sault Ste Marre --— 

MEMBER OF COMMITTEE: -~- unless they are playing 
with™it; “which-“they -usuatly “doe. 

MR’: “TAYLOR: ~-—and™other commodities = Ispoint that 
out, because I think when you are dealing with statistics and 
Southern Ontario, the emphasis seems to be on Toronto and I guess 
maybe, being rural Ontario and rural Southern Ontario, we suffer 
some of the same indignities in terms of prices. 

MR. CALLAHAN: The slings and arrows of outrageous 
FORUUNCH teers 

THE CHAIRMAN: Thank you very, very much. We 
appreciate your presentation and I am sure you appreciate the 
questions and the banter as well, and it has a good influence on 


what we are thinking. There are certainly things we are going 
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to have to consider and from what I can tell, are fairly 
representative as to the thinking in this community. So thank 
you very much, again. 
Members of the Committee, we are -- 
MR. MORIN-STROM: I ‘wouldn't ‘say ithat. 


THE CHAIRMAN: TQUILS ogo le fo 


--=-Luncheon Adjournment 
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THE CHAIRMAN: We want to thank everybody for 
waiting for a few minutes while we finished lunch. 

Our first presentation this afternoon is from 
Mr. Lasse Skogberg, who has come here from Coppercliff, Sudbury, 
and has a présentatlon which’ as 7inlfront of=you. 

Mr. Skogberg replied initially to the advertisements 
placed in the newspapers in July and he is going to go through, 
take us through his presentation, and then be available for 
questioning. 

Mr. Skogberg. 

MR. SKOGBERG: Thank you. 

Mr. Chairman, Members of the Committee, Ladies 
and Gentlemen, I wanted to Be this as a private citizen, because 
all the governments talk about private citizens getting more 
involved in the politicalmprocess. I also have a position and 
some of your committee members might be interested in my position 
Pmesudburys 

I*m-a director of Sudbury 2001, which is an economic 
development organization trying to create new jobs in Sudbury. 

Our Board consists of community leaders, government leaders, 
business leaders, academics, media and all the elected politicians. 

i know that the MPP of this riding is contemplating 
starting something similar to this right here in the Soo, and I 
Gan convince you! it 1s a good wdea. That is the way you get 


things done, when everybody is involved. That is a little out- 
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SIdeecie vOlic, oul Cewoula Pike toebring thissto your actention 
5 ge oh Tg ms ga 

IMapologise for my accent. English is my fourth 
language, so you might have some difficulties with my accent. 
But I hope you will bear with me. 

Basvealvyewiate tata innrthe bier, 1 took Ene=pros 
and cons, because I do not think we can make a decision if we are 
for or against free trade. It depends on who you are, which 
industry or which segment of the economic society you represent. 
We all have our own views and there is no way you can be for or 
against the whole concept of free trade. Which does not exist, 
as you know. Absolute free trade does not exist and never will 
exaste. Lt ts gust asterm’ that we are using all the time. 

The principal objective of my brief is to consider 
the pros and cons when we are negotiating a Canada-U.S. trade 
agreement. 

The topic of free trade with the United States 
goes back to pre-Confederation times. We have seen all kinds 
of discussions on free trade, freer trade, trade enhancement, 
and the list goes on and on. We are not only talking about this 
topic, we are talking about several topics, and it all boils down 
to the same thing. Freeing us from trade barriers and other 
aqifficulties in trade negotiations’ 

We are simply talking about the ongoing process 


of trade relations. Canada is already participating in multi- 
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lateral trade liberalization process through General Agreement 
on Tariffs and Trade (GATT) negotiations. There are ninety- 
nine countries involved in those GATT negotiations. 

However, our federal government feels that these 
negotiations are not enough. There is a need for a separate 
Canada-U.S. trade pact to shield Canada from rising U.S. 
protectionism and to secure Canadian access to larger markets 
in the United States. 

Under the existing arrangement, by 1987, around 
eighty per cent of Canadian products will enter the U.S. duty- 
free while sixty-five per cent of U.S. products will enter Canada 
duty-free. As these tariffs come down, other barriers, so-called 
non-tariff barriers -- shortly called NTBs -- have taken their 
place and are damaging us more, they are damaging us more because 
we don't realize they are there. 

The federal government of Canada believes that 
Canada-U.S. trade agreement would allow us to tackle this problem 
better than the existing GATT program. 

We can solve some of the problems with GATT, but 
it is a slow process. 

At the moment we have a need and opportunity to face 
our U.S. counterparts on this (important eissue. We have a strong 
enough mandate in Ottawa to act on this important matter. We have 
the right political mood betweenour nations to reach mutual agree- 


ment in principle. Whether we like it or not, our great province 


5 
ot. Onear1O does note haver much to. sayw att thist times® Itt is* ine the 
hands of our federal government and in the hands of the U.S. 
President and Congress. 

This brief intends’ to’ discuss the pros and» cons 
of bilateral free trade between Canada and the United States. 

We hope to raise new questions and promote a better understanding 
of the trade issue as a whole. 

There are also some other very important factors 
to say that the time is ripe to enter into negotiations with the 
United States. First there is our seventy-three-cent dollar 
advantage. It provides additional help for competition purposes. 
As long as we can enjoy that seventy-three-cent dollar. They are 
CUVSNGStLORPDrAnG sure up now. 

Secondly, Canadian productivity has been improving 
aimlittic Dbitolately strom Cheadismal record. of =theSpast. Stats- 
Canada is not showing this improvement yet, but it is there and 
ttreisesorlateiy, thatwaitrrsenoteshowing in -StatsCanadar But 
Canaddansproductivity ~ishimproving. 

Depending on the outcome of the agreement, Ontario 
certainly has the most to gain or lose, in Canada, between the 
Canadian provinces; and that is precisely the reason we should be 
extremely cautious. Regardless of how it goes, Ontario is the 
province where we can see the results. 

There are some economic considerations and the 


principal benefit for Canada, from a deal with the United States, 


would be the economic advantages in producing for a large market, 
made reasonably secure from trade barriers. 

Canadians would have access to a market of 250 million 
people instead of 25 million people they now have. 

In many cases, aS we northerners know, our markets 
are not even '25 million. They are either local markets or 
provincial markets and they are much smaller than 25 million. 

So the change is going to bring great things. 

This change would provide us with the opportunity 
to lower unit costs as volume increases and with the substantial 
increase in how well we can produce these products and fewer 
changeovers are needed. If you make a thousand envelopes in 
your factory now, you start making ten times a thousand and make 
ten thousand envelopes, you don't have to change your machinery, 
and this is a big job, which usually takes a day to do that and 
you lose a day's production, which might be thousands of dollars. 

However, cnereswilisbe risks involved in these 
Changes. For example, the risk of large scale unemployment, from 
the massive closings of U.S. subsidiaries in Canada. A number 
of industries have to deal with that risk under GATT, the GATT 
agreement, in any case. This risk remains, regardless of how we 
deal with the trade issue. 

Canadian trade unions fear that a trade agreement 


would contribute to their already existing fear of Canada losing 
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well paid, full -time jobs, for low-wage, part-time and temporary 
positvons-"alhatrvs =the fear or’thetrade “unions atthe moment, 
if we enter into these negotiations. 

Some political considerations. Canada's provinces, 
over the objections of Ontario, are asking the federal government 
for a quick start on free trade talks with the United States. 

Mr. Peterson's minority liberal government holds only 48 of the 125 
seats in the Ontario Legislature. Federally, Mr. Mulroney has a 
comfortable two-thirds of Ontario seats - 67 out of 95. This leads 
us to think that the trade issue will have a federal tone at the 
Start: 

it is just the stats, you know, how many you have tn 
your government, from the government side. 

In the United States, the trade issue does not have 
the same importance as in Canada, as of yet. It is slowly 
inereasing, but“the process is ra trttle-slower than ours. 

President Reagan is openly opposing and vetoing Congressional 
protectronistic=brlis . Also, most ror “the aieiileesan. of the United 
States is directed at imports from low-wage countries. Canada 

is clearly not one of those countries. They usually give us a 
break if they go against these countries, they give Canada a break, 
and that's the usual tendency we see. 

Groundwork for these negotiations in the United 
States was done when the U.S. Congress passed the bill to authorize 


free trade with Israel and Canada to reduce or Climinate tariffs 


and other trade barriers. U.S. trade with Israel totalled only 
$3.4 billion last year compared to $150 billion with Canada. 

This might mean that the proposed agreement with Israel would 
serve aS a sample case in the congressional process. Most likely 
the smaller bill goes through before the big Canadian bill. 

This new legislation also forces Congress to deal quickly with any 
trade issues in either the Senate or House of Representatives, 
that has to vote on it within sixty days; and the delay is an 
element. 

If we think our free trade discussions have been 
complicated in Canada, we should put ourselves in the shoes of 
Our U.S.) COUNnterparce. | 

I stated all this, all these discussions, last date, 
and that they are going to have even more trouble than we are. 

The political support for free trade negotiations 
has come from the Canadian Manufacturing Association, the Canadian 
Chamber of Commerce, the Business Council on National Issues and 
even from the Canadian Federation of Independent Business. 

Also the Macdonald Royal Commission also recommended that these 
talks would proceed. 

On the other hand, the trade agreement negotiations 
are strongly opposed by a number of groups. The Trade Union 
movement is opposed and almost all farm groups in Canada are 
opposed. Also a number of women's groups are opposed. They fear 


that female worker industries, such as textiles, footwear and 


electronics would be hit immediately. Federal Opposition parties 
are lobbying support to find weaknesses on the proposed trade talk 
preparations. We see that an LV tall thestime: 

Our internal trade situation in Canada suggests that 
we should clean our own house first before we start negotiating 
for larger markets, since many segments of Canadian industry are 
limited to provincial markets instead of national markets. Ontario 
beer drinkers found that out during the recent brewery workers' 
strike. Beer was not brought in from Quebec or Manitoba, as you 
would imagine, but instead it was hauled in from the States. 

In summary, maybe it is easier to sell many products 
abroad than to other-provinces.,. Then.again, in this case, free 
trade with the United States would.be a.good thing. for us.,, lf 
we have so much trouble between the provinces, then we can go 
down south. 

There are some sovereignty considerations. Many 
Canadians believe that closer economic ties with the United States 
would weaken our already limited political sovereignty. We 
Might: have. toucnange our, provancial Crown. Tamberland, leasing policies, 
eghange our Bank Act, Tax. System.and..social,. policies in order to 
please our trading partners down south. These arguments go on. 

What about our industrial pollution laws? And our industrial 
safety standards? Should they be modified to satisfy our neighbour? 
Some economists argue that there is no historical 


support for the belief that freer trade with the United States 


10 
would lead us toward political union. The boundary line is 
still there and so are the custom houses, against the prediction 
of Friedrich Engels, an economic determinist. 

Economic free trade precedents such as EFTA and 
the EEC have proven that political sovereignty among the members 
strengthens under freer trade development. 

Our sovereignty is*an* important-part-of-our-national 
identity. However, the sovereignty issue should not overrule the 
more important economic and social issues. 

I would like to add, we might be getting a time in 
the future, when we realize that Canada is technically a kingdom, 
a monarchy and we need a king, anaes we become an independent 
nation, we need a king of Canada. is it King Peter or Kings Brian 
or is it a blood king? If it would be a blood king, we would have 
to bring somebody from England, to rule us. Or we have other 
options. We can change our constitution and become a republic 
or,another type of government. 

THE CHAIRMAN: What was your option after King Brian? 

MR. SKOGBERG: We could have a blood line king. 

There are also some policy considerations. There 
are some concerns that a Canada-U.S. free trade agreement might 
force Canada to abandon some of its social and economic policies 
such as transportation subsidies, regional development grants, 
support for the fishing industry and unemployment insurance benefits. 
At least part of them or some bits that are related to trading 


issues. 
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Naturally, Canada should try to keep most of these 
items off the bargaining table. If not, the issue has the 
potential to become politically explosive. 

What are the policy options for Canada? The 
existing fiscal, monetary, exchange rate, tariff, tax subsidy, 
transfer payments and so on, policies do not meet the demand of 
INany Canadians. The comprehensive free trade policy should be 
established together with the whole socio-cultural-political 
policy package under federal-provincial agreements. 

There are some GATT considerations. On January lst, 
1981, the GATT agreement on government procurements came into 
effect for the world's major economic powers, including Canada. 
Representatives of ninety-nine nations ended six years of pains- 
Lakinganegqoctilations DY sapproving to Cut taritts by van saverage oF 
33 per cent over the next eight years. 

Some Canadians feel that these GATT negotiations 
would be enough to bring us a better tomorrow in trading. An 
international body of GATT was set up in 1948. hea sere years 
later we are still facing the same problems, which should no doubt 
CeoLLluseNOwelOongeal) toLSutsS Going.to take. SCritacsvor (GATT 
claim that these agreements have simply encouraged the use of non- 
Coritcie barriers’. You kill one and then you get the other. 

Trade officials say that these NTBs will be central 
to the next round of GATT talks scheduledto begin early in 1986. 


Getting the meeting underway requires consensus among the ninety 
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members. Support from some countries such as India and Brazil 
might be hard to come by. They fear that big traders, such as 

the U.S. and Japan, will receive all the benefits and the small 
traders would suffer. 

I have also included sectoral considerations in 
some segments of the economics. 

Agriculture. Several agriculatural items are 
under scrutiny. We have all heard about the hog war involving 
$17 per head countervailing duty and the dispute over the fact 
that Canadian farmers are using Chloramphenicol drug on hogs. 
Thars duty Coupled witn the mon-tariti Darrier Of drug ban as 
clearly designated to help the farmers in Northern States. 

Other -agricultural items facing difficulties in U.S. 
markets are raspberries and potatoes. When the Reagan 
administration imposed quotas on sugar products last January, 
Canadian exporters suffered from these measures aimed mainly at 
other countries. 

Access CO “larger Uso. Markets tself 1S nou senoug” 
to develop our agricultural sector. New research is needed in 
land quality, in grain and forage soil needs and in grain grading 
and handling systems. These policy measures must come from the 
government. 

Forestry. The biggest bilateral trade difficulty 
is the stumpage fee that companies pay each provincial government 


for the Crownland timber. U.S. stumpage fees are lower and 
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therefore there is room for the complaint of unfair subsidies. 

Lumber, pulp and paper industries face also other 
difficulties outside trade barriers. Reforestation, forest 
Management and modernization remain to be the main problems of 
this sector. Maybe freer trade with the United States will 
speed up these processes as well. | 

Minerals. The=mineral. sector, particularly metals, 
has been exporting raw materials and semi-processed metals 
to the United States. Reduced demand for metals has become a 
major problem for the industry. 

Canada has been able to stay outside the restraint 
mechanism designed to assist the suffering U.S. steel mills, 
but nobody knows how long this advantage is going to last. Free 
trade policies with the other industry developments are necessary 
to salvage this huge segment of our wealth, because the mining 
industry leaders feel that they already have free trade pretty 
well, and they are not really for or against free trade 
negotiations, because they feel they already haveit. There is no 
problem there and they would rather concentrate on some other 
problems that they have. 

Pass ThnesLiLsningeingusieryeine coe UN Cea, oLrates 
has been imposing anti-dumping duties up to 20.75 per cent 
on Canadian dried salted codfish. New England fishermen want 
the present duties, which are less than one per cent a pound, 
to be raised to between ten and twenty per cent on cod, haddock, 


pollock, hake, flounder and sole. 
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Freer trade agreement with the United States in 
this sector of Canadian industry will truly be beneficial. The 
present inefficiency caused by the over-capacity would be 
eliminated and the industry would have an opportunity to boom. 

Manufacturing. In manufacturing, the plants 
suffer from the inefficiencies of inadequate scale and 
specialization. They Lack the modern capital.and equipment, and 
their workers, even those who display exceptional effort, are 
burdened by a currency that is over valued related to most nations 
other than the United States. Growing numbers of Canadian 
producers are having trouble in all markets, including their own, 
with the United States in some cases being an exception. Maybe 
freer trade would provide a partial solution to these problems. 

Conclusions. Thus, the following conclusions may 
be drawn, and on the last page I have just summarized in a short 
form what I have said. 

To conclude, we ought to realize what is happening 
today in the United States of America and seal ourselves from the 
emerging protectionist measures to guarantee at least reasonable 
access to the large U.S. markets. Our main social and economical 
policies should not be part of the trade negotiations, because, 
if they were, our sovereignty as a nation could be in danger. 

On the last page I have included some stats on 
Canada-U.S.4trade.for the. first, quartemom 95> 4,0ngthe Ti rst 


table you can see the large surplus of raw materials and fabricating 
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material and the only deficit is in end products. 

The second table shows Canadian exports to other 
countries in percentages. The U.S. exports have come up at 
16.5 per cent in thirty years, and at the same time the United 
Kingdom has dropped almost the same amount, 14.6 per cent. 

And others, they have changed a little bit, as have EEC countries 
and Japan. So itis mainly between the United States and England. 

Thank you. 

THE CHAIRMAN: Thank you very much. 

MR. CALLAHAN: That is an excellent paper. 
ioe certainly orinds mMeuup, co date on a lot of things i ekhaven t 
considered. 

I notice on the front page it says advantages and 
disadvantages, but as I read through it, I see only the advantages. 
What are the disadvantages? 

MR. SKOGBERG: I mentioned the disadvantages under 
certain segments: trade unions are fearing certain things under 
economic Considerations, sana also in) political Sone ear ilons there 
is some disadvantage. 

My intent was to raise more questions than to be 
for agreement Or against: 1c; But you might have a point there. 

I could have enlarged those disadvantages a little more. 

MR. CALLAHAN: You seem to be a strong advocate 

and let me ask you, in preparing this, obviously you have 


considered perhaps the reality or lack of realities of the 
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protectionist policy we have seen demonstrated in the United 
States. Maybe you can explain to me -- you have Sheroncluecens 
to great depth in preparing this paper, how do you explain the 
diametrically opposed positions of President Reagan and the 
legislators, with many of those legislators being in his own 
party, in terms of Reagan appearing on ene surface, anyway, to 
be one who is trying to stop the protectionist movement, and the 
legislators being the ones who are trying to oppose it. You 
Gan’ € answer Chat, don’t think: 

THE CHAIRMAN: I don't know whether the witness 
indicated that in his brief, that they were diametrically opposed? 

MR. CALLAHAN: Oh no, I'm suggesting that is the 
reality. 

THE CHAIRMAN:  [ don't, think it is the perception 
we have. 

MR.TAYLOR: I disagree with that. 

MR. CALLAHAN: Is that right? 

MR.MORIN-STROM: The protectionism seems to be from 
the legislators and not Reagan? 

MR. TAYLOR: But as a response to protectionism, 
not as an answer or a reflection on their fundamental belief 
an freer trade. 

MR.MORIN-STROM: Who? Reagan? 


MR. TAYLOR: The Legislature. I don't want to get 
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into an argument here, but what I’m saying is that you have to 
be careful you don't misinterpret what is happening in the United 
Beates Ine Terms Of PErOceCeionist activities. We have heard of 
three or four hundred Bills before the Congress and that is a 
response to what the legislators consider unfair practices in 
trade, which have put the U.S. fair traders at a disadvantage, 
and that doesmt diminish their commitment to freer trade. 
So that's -- well, I will leave it at that. 

THE CHAIRMAN: And =most of that opposition is not 
aimed at Canada. 

MR. SKOGBERG: Like I mentioned, it seems aimed 
towards low-wage countries, because they can produce these goods 
much cheaper than the U.S. or Canada. 

MR. CALLAHAN: That is precisely the thrust of my 
question. I wasn't sure if you felt you were qualified to answer 
it. Or note I don’t understand why the legislators in che United 
States, in reference to the small items that refer to Canada, 
would see that as a threat, and yet the President of the United 
States, who presumably is equally as adept and astute as the 
legislators, would be taking a different position? Are we truly 
seeing here a reflection of local constituency arguments for 
purposes of an upcoming election, or are we in fact seeing a 
general overall attitude of the U.S. government towards cutting 


us OoUuvce 


DES, 


MR. SKOGBERG: Through my studies in political 
Science =—-— and I /think 16 is, more wypolitical- question than an 
economical question ... the U.S. government system is so complicated 


that many times it boils down to the President trying to veto as 
many Congressional Bills as he can, but if he has three or four 
hundred Bills, there is no way he can veto all of them. They have 
a DuLTte=-in system, a Syee ens itl in so that they can push them 
through some other ways. They can change the Bills and push 
them through that way. 9 ftcis a win-less situation. for, the 
President to try to stop it completely. In the end it is going 
to be a compromise between the President and the Congress, some 
kind of compromise, how many protectionist Bills and nek kind of 
Bills they are going to put through and what kind of free trade 
they are going to have and with which countries. 

THE CHAIRMAN: Mr. Hennessy. 

MR.HENNESSY: When we were down in Washington, 
there was only one Congressman, told us ~about, a, Billy especiiica was 
why he went against it, to some extent, and the other two hundred 
and ninety-nine, surely to God, are not all against Canada, and 
these other nations that have riled the Congressmen and their 
areas, and I think any of us, being politicans, and an area 
representative, if your residents come to you with a complaint, 
you have to safeguard your political backside, and bring in some- 
thing to show that you are doing something on their behalf, but 


it doesn't necessarily mean that all those Bills are against 
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Canada and it is overblown as far as I'm concerned, because we 
are supposed to be such a great buddy, and I can't see where 
there is three hundred Bills against us. 

I think it is the southern nations that have unfair 
practices, and it's all lumped into one, and some say there is 
three hundred protectionist Bills, but there may be only ten 
against us and the other two hundred maybe only eight or nine 
will be of any value anyway. Because it will only be local 
issues as far as the guy who is doing it, and when we said to hin, 
the Congressman that spoke to us, that if we lift the $3 tax that 
we are charging American tourists to fish in American waters (sic) 
he would pull his Bill, and that is how big an issue it was. 

He wouldn't have anything to squawk about then. 

MR. CALLAHAN: Mr. Chairman, if I could have one 
further question and that is wexactly what’ iim getting gat, com 
trying to determine just exactly how,serious the matter of 
protectionism is against Canada. Or “is°this: aetempest. ain a 
teapot? 

And I suppose my second question relates to that 
in the sense of what are the advantages -- and maybe you can 
tell us from having prepared this paper .... what are the 
advantages to the United States on the whole scale, right across 
the board, in opening up free trade with Canada versus advantages 
tosuss 


MR. SKOGBERG: Answering your first question, it 
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is certainly ---what.was. the first question again? 

MR. CALLAHAN: I wanted to know how serious, in 
Light»ofuwhatés been said by my colleague and what you have 
said in your brief, how seriously is the question of protectionism 
directed towards this country, as opposed to all the other 
countries, and does that not make this a tempest ina teapot? 

MR.SKOGBERG: From what I have read and understood, 
they are not aiming it at us, but in some cases, like I indicated 
inethes brief, inthe casesofasugar, :Lor.instance,., biamass hurts, 
and in the case of hogs, those non-tariff barriers have hurt us, 
but it is all minor compared to what is hurting the Japanese or 
the EEC countries; and in most cases they have accepted the fact 
that we are neighbours and they except Canada from these rules, 
we escape in most cases, and what I have found true, they said 
it doesn't involve Canada. 

MR. CALLAHAN: Then the final question is, what are 
the advantages to the U.S. versus the advantages to us? In 
looking at our exports and imports, in the last appendix that 
you have put in, what advantages are there to Canada having an 
opening-up to a market of 25 million, when we are going to have 
access .toy aspopulation,~iithis, goes. through. of ay farsreater 
number? Whatwould be the impetus for them -- apart from these 
localized situations of the hogs and the fish maybe, where they 
are really localized constituency problems, where is the great 


advantage to the United States, to push for a determinant 
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protectionist attitude or -- I am sorry -- a free trade situation? 

MR. SKOGBERG: If I read President Reagan right, his 
intention in this is to -- he has talked to our Prime Minister and 
asked us to start these talks -- his intention is to show the world 
we mean business when we talk about free trade, and he feels 
Canada would be the easiest place to start and once you have free 
trade with Canada, then you can start working on free trade with 
Japan and free trade with the European Community. It is a starting 
point for President Reagan. 

I don't know about Congress. It would be more 
complicated because there are so many minds, but the President, 
he has that in mind, it is either Israel or Canada, is the first 


country "we negotiate trade agreements," freer trade or whatever 
you want to call it, and then we can truly say that they mean free 
trade and they don't mean anything else. Then they can convince 
these other countries, "if you want to survive, you had better jump 
on the bandwagon." 

MR. CALLAHAN: I read that, we are simply -- and 
particularly sracl Wsince Dsraelits exports /arevso minimal in 
comparison to ours, we are simply tokens that they want to use, 
is that what you are saying, as a lesson to the rest of the world, 
the tougher nations, in terms of bringing them on line? 

MR. SKOGBERG: Yes. We are the starting point in the 


process. The United States has been talking about freer trade 


for years and years and now they have got tangled with this, 
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completely different things, with these protectionist Bills and all 
this stuff, they are in hot water, they have to solve that thing, 
and they feel the easiest way out would be to get an agreement with 
Canada.’ “ft -is"a, policacar nore thar an, CCcOnoOmLC GdeclsSivon, On ciene 
bales 

THE CHAIRMAN: This is a very interesting overview 
and I wonder, if you could, would you be willing to enlighten us 
a little bit more about your own background and that might weigh 
a Little pit onvour sjudamenc. 

MR. SKOGBERG: Yes. I come from a Scandinavian 
country, Finland, “and” lmewas an industrial engineer. [nen tecocn 
an Honours B.A. course and won an Honours B.A. degree in Economics 
and Political Science in Sudbury. So I have covered both fields 
and I find, many times, that it is very interesting to be in the 
middle area, the middle area between engineering and economics, 
because usually they do not understand each other. The language 
is so different. ones you get politicans like yourselves involved, 
you are right in the middle of trying to listen to one engineer 
and one economist, and they all talk different languages. But 
once you understand both fields, it really gets challenging and 
interesting. 

THE CHAIRMAN: Yes. Another thing you mentioned in 
your brief, that women's groups tend to oppose freer trade with 
the United States. Do you have any examples of women's groups that 


have done so? I don't think we haveheard that spoken of before? 
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MR. SKOGBERG: Yes. I have read that in the news 
media several times... I can't recall where I have read it, but I 
haven read dteseveral times, iteistaifact> thatsittheyn ane afradd 
ofelosing/«bheid teks a7 

THE CHAIRMAN: Apparently they have made submissions 
to the federal commission? 

MR. SKOGBERG: Yes. 

THE CHAIRMAN: Mr. Lane. 

MR.LANE:. Thank .you, Mr. Chairman. 

I want to very much congratulate you, Mr. Skogberg, 
on your brief, it is well prepared and worked out. In going 
through your brief, you say, it would seem to me, that you are 
a supporter of free trade and in most cases in your brief you 
are saying move cautiously, showing both sides of the coin, so 
to speak, that there could be some advantage and there could be 
some disadvantage? 

On page 6, when you are talking about fish, you 
made a very broad statement and more or less came OUteendasaid 
it will allow the eee to have the opportunity to boom, and 
didn't really put anyycautionsyon tt2u.Whyetashpuparrsculaniy? 

MR. SKOGBERG: They have a ready market when they 
go south, than let's say in the Maritimes. I visited there 
myself, several times, and they don't know what to do with the 
fish when they get it, they getesoumuchsotieitpweandsita@would-be 


nice if they could take a boat and go down in the other harbour 
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there and somebody would buy it right there. it, is; asreal 
opportunity for them, and) I don*t know if; it “isthe, same 
opportunity for the U.S. fishermen as for us, because they have 
bigger markets right at home and they are not interested in the 
smaller markets in the Maritimes. But we have a much bigger 
interest to go down than they have to come up, and that is why I 
feel strongly that is the most beneficial sector in Northern 
Ontario; 

MR. LANE: There isn't any other commodity that is 
going to have the same golden opportunity you feel? 

MR. SKOGBERG: Yes. When it comes to Northern 
Ontario, we would benefit in that, especially in Sudbury, in the 
manufacturing, it would open up new opportunities and we can 
use the economies of scale, we can increase our production and 
decrease the price, that way, and can compete with the U.S. goods. 
It would definitely benefit the manufacturing sector. 

MR.LANE: You are not really saying free trade, you 
are saying freer trade? 

MR. SKOGBERG: Freer trade, yes. 

MR.LANE: Thank you. 

THE: CHAIRMAN? Mrs Smith 

MRe SMITE? aves: Thanks you, =Mres Chairmans 

The conclusions there, you mentioned Canadian 
sovereignty. I. was-born” in. Canada, i-m) a- Canadian and=I'm 


certainly an Ontarian. How much weight do you put on the fact 


PAS. 
that if we went far enough or it was allowed to go far enough, 
Canada, and particularly Ontario, could lose their sovereignty? 
Is that a real big thing with you? Would it make any difference 
to you if Canada was to be swallowed up in the United States? 
How soi Birs) Fist? 

MR.SKOGBERG: Coming from Europe, I have to honestly 
say that Canada is part of the States already, there. The ae 
they think about Canada, they think it is like one state. They 
don't know where Canada is. 

MR. SMITH: How long ago .is) it'-since -you; came, here? 

MR. SKOGBERG: I have been here Perera years. 

MR. SMITH: And that is what an outsider's point of 
view is, they think Canada is the States? 

MR.SKOGBERG: Yes. The only thing they might know 
is hockey comes from Canada, but they don't know that Canada is a 
separate state. It is a very common thing in Europe, that people 
don't know Canada is a separate state and how big Canada is. 


They. say pilube youbbkive yin lorontoprngo sand visitemy aunt ein 


Vancouver." They don't realize the distances. 
MR. SMITH: So you say -- I never heard anybody 


say ‘that before’ ..'.. 
MRS SKOGBERG: .Ittisn'*tereally an answer to your 
question though. 


THE CHAIRMAN: Some Americans view Canada that way 


too’ 
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MR.SKOGBERG: I go down to the southern States 
and talk about Canada and they say, "Do you have a president 
there?” . 

MR.SMITH: Are we not making all the right moves 
then, that we should be, if you are hearing from Finland that 
Canada -- fourteen years ago -- was part of the United States? 

MR. SKOGBERG: They feel that way, people think that 
way, they don't know any difference between Canadians and 
Americans, other than hockey. It is North America and it covers 
all of Canada and the States. 

MR.SMITH: So I guesSyou would have to say that you 
are not particularly concerned if Canada loses its identity? 

Or is that a loaded statement? 

MR.SKOGBERG: A little bit loaded. I feel the 
vibes when I sing Oh Canada, on several occasions. I wasn't born 
here, but I feel the vibes, I have to say that, and I would be 
really saddened to see us lose completely and we still have our 
own ways and means of life and own culture and it would be really 
a shame to lose it; and that's why I'm saying it is very 
important, our identity, we have to make sure we save that part 
Steoursnatton. 

We have to be careful, like Mr. Peterson is saying, 
and I think Brian Mulroney is thinking right now, because he is 
delaying his decision, I think he is thinking on the same lines, 


we have to put the list down, what we are going to put on the 
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bargaining table and what we are not going to put on. He has to 
make that up first, before he can really start talking. 

MR.SMITH: I would hope that most Canadians feel that 
we should not lose our identity and that's all the questions I have. 

THE CHAIRMAN: That's the problem that Finland often 
faces too, isn't it, that of being overshadowed in size and in power 
by the Ceviee Union? 

MR.SKOGBERG: Yes. I'm very familiar with that 
Situation and it creates some problems. 

MR. MORIN-STROM: I don't think most Finns view 
themselves as being identified with the Soviet Union? 

THE CHAIRMAN: I didn't mean it that way. 

MR.SKOGBERG: No, he didn't say it that way. 
He said overshadowed. EES sd sbirgenelgnbour andethneymacends to. —— 

MR.MORIN-STROM: There is a distinct identity between 
Finland and the Soviet Union? 

MR. SKOGBERG: And there is also an Iron Curtain 
between those countries. Don't forget that. There is a true 
Iron Curtain. I know more about the Soviet Union when I live 
here than I ever knew in Finland. I never heard a thing from 
across the border because of the Iron Curtain. 

MR.SMITH: Maybe we should go to Finland, instead 


of Canada, should we? 


MR. HENNESSY: Good idea .... 
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MR. SKOGBERG: But they are working on the same 
principle towards the Soviet Union, small country like Finland, 
they start doing, exporting to the Soviet Union, because they 
have a bigger market there. They are doing exactly the same 
thing andsyou. can/tacaLk oak the free market, because the 
Soviet Union wouldn't sit down to talk about that. 

THE CHAIRMAN: You are saying there is no cultural 
exchange at all? 

MR. SKOGBERG: No. 

THE CHAIRMAN: Mr. Morin-Strom. 

MR. MORIN-STROM: Under a freer trade arrangement, 
do you feel that the business interests would require or we should 
be heading towards a more common set of business rules between 
Canada and the U.S? YOumarel puttingein qualibicatronsal shank, 
in. othens,areas; sinptermsack Jone jintegratingsineathe US. .andiin 
a freer trade arrangement, do you feel that it is necessary to be 
able to operate under the same rules in both countries? 


MR. SKOGBERG: No. In the northern part of Europe 


-- and.I followed that very closely -- andi anything Jike that, 
didn't-comesup atweallvin thesestalks. AS Jig Say jetta t Shans low 
process and it's not going to happen overnight. It just takes 


years and years to change and you go up segment by segment. 
MR. MORIN-STROM: So in Canada you don't see 
pressures on the business community in Canada and pressures on 


the government to ensure that they don't have to live up to tighter 
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environment regulations than America --? 

MR. SKOGBERG: No. 

MR. MORIN-STROM:--or the same kind of labour 
regulations as the States --? 

MR. SKOGBERG?Y Nor 

MR. MORIN-STROM: -- or the same tax rules? 

The same tax rates? 

MR SKOGBERGs1 > Tl’ menotu afraidiof thatvatvall, 
because’ it would be™too difficult to start nmegotlatingseons chat 
basis. If you have free trade, you have free trade and you do 
what you do better than the other guy, if you can; and if you 
can't, you go out of business and some other guys take over. 

MR EG MORINSSTROMSZ Pinkordersto protect those 
differences, and one kind of those differences that has been 
attacked by the Americans, the countervailing duty actions, which 
is essentially we have exemption from countervailing duty actions 
at the border. 

MR. SKOGBERG: Yes. 

THE» CHATRMAN: sAlblo right. nThanksyou very much for 
your presentation. It was very well done and we will certainly 
give it great consideration. 

MR. SKOGBERG: It was my pleasure to be here. 

THE CHAIRMAN: ThankaAyouiborpallethe ecfkrort you put 
intoisteandetnank youstortcoming = here? 


Next we have Dr. Krishna Kadiyala, but before we 
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hear from him, we will take a one-minute recess. 
--- Short Recess 


THE CHAIRMAN: ALL righted t, wexareitready to go? 

Dr. Krishna Kadiyala is a professor of economics 
at the Algoma University College and Dr. Kadiyala, if you could 
just lead us through your presentation and then we will entertain 
questions afterwards. 

DR. KADIYALA: ThankryouyeMrey Chairmans 

Mr. Chairman, Members of the Committee and Ladies 
and Gentlemen, I am pleased to be here to present this brief and 
actualilvyemy briefvispreativearbrieia This is more or less 
divided into three or four sections. What) Iv’ am\ going» to'do is 
probably go through these three or four sections. 

The first part mainly deals with the general, 
a couple of information statistics, and focuses on the national 
level. | 

The second part deals with the provincial economy 
and the third part deals with, comes to Sault Ste. Marie and 
its effect on Sault Ste. Marie and finally, we have a few 
concluding comments. 

Canada exports nearly thirty per cent of its Gross 
National Product and nearly three-quarters of it goes to the 


United States. That translates into about twenty per cent of 
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Canada's GNP goes to the United States. Insaeway,sthtsiaszactualily 
an under estimate and if we take our Gross National Product and 
if we Subtract ouregovernment *fromeity "which isenon-tradable; 
if you read the final GNP, that GNP that is exportable, that would 
redefine the GNP, and then if you take out exports to the United 
States, we are basically relying on about fifty per cent of our 
GNP, of our GNP, going to the United States. That is a very large 
figure and that is quite a dependence on the United States. 

The-“impact of this as- about! three imitlionsgobs 
created from the export sector, out of which about more than 1.2 
million alone are in the manufacturing sector. 

On the other hand, the Americans only export ten per 
cent of their GNP. Of that, about seventy per cent comes to 
Canada. That translates into about seven per cent of the American 
GNP which is dependent on Canada. 

Liswe: ‘lLook*at canada jwionly thirty iperwcent of the 
American goods are subject to tariffs, and the tariff rates are 
about eight per cent to nine per cent as of 1987. But a couple 
ofmyears ago, in’ 1979) o(stc)-ttheyrused (ttobevasvhighnas slitteen 
per "cent: 

On the other hand, in the United States, only a 
quarter "of our "exports -are subject to -tanitismand *theimetaritk 
rate is somewhat lower than ours. Thetxe tar iif scate’ willcbe 
about five per cent when the Tokyo round-GATT negotiations come 


Into #Porce: 
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We can look at some of the possible gains and 
losses due to trade. One of the arguments that is put forward 
in favour of trade is that they say Canadian firms will have 
access to something like 250 million. On the other hand, the 
American firms will have access only to 25 million. About 
one-tenth of the access we will have. 

Another argument that is in favour of trade is some 
studies indicate our GNP could grow by somewhere between three 
per cent to ten per cent and Canadian real wages would go up 
Significantly, I think the figure was something like twenty-five 
per cent, real wages, and that comes in two forms: one is 
because of the improved productivity, our monetary wages could 
go up, and because of freer trade, our retail prices level could 
go down. SO a combination of these two would mean increased, 
higher real wages for Canadians and Canadian workers at large. 

But on the other hand, one of the big problems with 
freer trade is that there are many sectors that are quite 
vulnerable to free trade, sectors like clothing, leather, 
furniture and some manufacturing. In these sectors.,.,profLit 
could go down significantly and that would mean heavy layoffs. 
Some studies indicate that as many as six per cent of the work 
force could be transferred from one sector to another sector. 
Obviously there is no assurance that they would be transferred 
immediately. That would mean temporarily at least, there is 


high structural unemployment, and they have to be retrained 
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through various government programs, they have to be relocated, 
and that is left to various government agencies. 

Also one of the problems with this is there are 
many fears that Canadians might lose their political sovereignty, 
economic and social and cultural sovereignties. 

It is true’ that in the long run they might lose 
their sovereignties, but I think in the long run the socio- _ 
economic benefits would have to be competitive and they would have 
to be determined competitively, even though we lose them. But if 
we are going to free trade, they would have to be on both sides 
determined competitively, in the market. 

I think I can list many advantages and disadvantages 
of trade, but I don't think I need to give any more than a few 
examples. One of the benefits is that now more than ever before, 
the. Canadian public: at, large,,.and. thisiis men in particular, are 
in favour of discussing freer trade with the Americans. Deethdnk 
there is a recent poll which indicates about eighty per cent of 
Canadians are in favour of discussing freer trade with the 
Americans, awhile ago, and that was quite low. 

Also, from the American point of view, it looks 
like a good idea to discuss freer trade with the Canadians, because 
Reagan can go back and tell the other trading partners, like the 
Japanese and the European Community, that, “Lock, we just 
negotiated freer trade with the Canadians and we would like to do 


the same thing with you," and they are quite worried about trade 
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with Japan and that the Japanese market is not open to the 
Americans. 

So that is an advantage. 

Obviously there is no guarantee that the Americans 
would sit down and negotiate for freer trade, but at least there 
is an incentive for them to negotiate for freer trade with us. 

On the other hand, I can understand many, organized 
labour and our Premier Peterson of Ontario, are not very 
enthusiastic about freer trade with the United States. 

So if we look at Ontario alone, suppose we take 
Ontario out of Canada and define Ontario as a separate country, 
then Ontario would be the largest trading partner with the 
Americans, Ontario as a Separate country. In which case Ontario 
would be the largest trading partner, Japan would be second, and 
Canada excluding Ontario, would be third, the third largest 
trading partner with the Americans. 

Currently more than eighty per cent of Ontario's 
exports go to the United States and at the same time more than 
eighty per cent of Ontario's imports come from the United States. 

Another way of looking at the possible impact on 
Ontario 1s you can look° atwall® the protected 766s in Canada, 
about half of these protected jobs are in Ontario alone, and I 
think it would be Quebec has the next second highest burden, 
they have the next highest protected jobs. 


So that that means obviously, there are fears that 
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Ontario could suffer layoffs, there could hbemany layoffs in 
Ontario, many plant closings in Ontario. 

But seeing as we cannot take that very seriously, 
I think the market in North America and the rest of the world, 
is becoming very competitive. Markets in developed countries, 
markets in less developed countries, markets in countries like 
NICs, newly industrialized countries, Korea, Brazil and Mexico, 
they are capable of mass producing goods like steel and automobiles, 
Sr cecera. 

That means if we cannot address this problem now, 
in the long run we might be losing more. Lt is- Cie, swernavier to 
LOSer netic eSnOrtuuLun mbit. Li. Wesco ct aeeee LNs pLrooLlenys Liecic 
long run we might lose even more. 

I have a few comments on the local economy and, in 
particular, if you take our largest employer in the city, Algoma 
Steel, they export something like twenty-five per cent of their 
PLOduecL to the United States, they export about twenty-five per 
cent of their product and most of those exports go to the United 
States, almost twenty-five per cent of Algoma Steel's exports go 
tothe United States. 

They are about the average in industry, and industry 
as a whole exports about fifteen per cent of their product to the 
United States. MoS. tt. NOt wl, Of Algoma steel ss) expoGes. are 
subject to tariffs in the United States. They vary anywhere 


between zero to ten per cent. But the average tariff rate on 
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Algoma steel products and the steel industry as a whole, is about 


three to four per cent. 


On the other hand, if we look at the steel products 


that are coming into Canada, the American steel products, the 


average tariff rate is somewhere around seven to eight per cent. 


Son 


in a way, Steel products and obviously as a product also, we 


are getting a little better rate, our products are subject toa 


lower tariff rate than American products are in Canada. 


Currently I think thereare about four hundred 


protectionist Balls i invtronteofl Congress, rhe U.S.) Congress. 


Most of those bills are aimed at countries like Japan, South 


Korea, some countries in Europe and some Third World countries. 


However, if they implement any of these Bills, it is very hard for 


Canada to escape any of these protectionist measures. Somehow 


I think Canada would be involved at some level. We don't know 


how much Canada would be affected. 


This means that -- since we are referring to Algoma 


Steel ~-- the steel industry as a whole and Algoma Steel in 


particular, in,.the city, «wouldsbouattectedsi ft they itake <any 


measures. 


an 


of 


be 


is 


And obviously, we know that this is an election year 
the United States and we cannot underestimate the strength 
the American Congress. So that is one thing where we may not 
able to maintain the status quo, as far as the steel industry 


concerned, even though it is possible that they might exclude it. 
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But there is no guarantee that they would. 

Actually, the steel industry is more concerned 
about the imports that are coming from outside North America 
than between the United States and Canada. 

Another major employer in the city is St. Mary's 
Pulp and Paper; as I understand it almost a hundred per cent 
of their output goes to the United States. So it seems to me more 
or less they would not be affected significantly either way, 
because most of their products go to the United States and they 
are not subject to tariffs in the United States at this moment. 

Sault Ste. Marie has a relatively small agricultural 
base and it is reasonable to assume that this would not be 
affected. 

Also, one of the assumptions that I'm making is 
that most of the marketing boards in Ontario and elsewhere 
would remain and maintain their status, the marketing board would 
not be eliminated, that is one of the assumptions I'm making. So 
given that, it is reasonable to assume that this small agricultural 
sector we have in this area, would not be affected significantly. 

We have small business in the city, and as far as 
retail business is concerned,we know currently our prices are 
much higher than, Southern j;Ontario and gsouth -of the ;border Tf 
people are allowed to go to south of the border and purchase 


anything they want to, obviously they will go and buy all sorts 
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of things, furniture and clothes, and Snoliencees everything, if 
they don't have to pay any duty. 

But if there is freer trade between these two 
countries, the SOO retailers can purchase these goods either 
from Toronto or from south of the border at a comparative market 
rate, the wholesale price and the retail price in Sault Ste. Marie 
would come down significantly. 

instecty my feeling sis cthati Saul thiste mMariei is 
centrally located in this area, Sault Ste. Marie, for example, 
could act as a regional distributing centre, if the proposed 
freer trade goes through. We could serve parts of Ontario, we 
could serve parts of Michigan and serve parts of Wisconsin, because 
we are centrallylocated here. 

In fact, Sudbury, for example, it seems to me we 
could serve Sudbury, because we could get goods from the lower 
peninsula, either Detroit or Flint, they could come here and from 
here we could distribute them to other parts of the province, from 
here. Thatiastones thingy thinkethatias al gqoodvpossibadaity thae 
might happen. 

So overall, I think retail business would benefit 
from freer trade. 

The other sector in Northern Ontario is mining and 
natural resources. My feeling on this sector, mining and natural 


resources, is somewhat unclear. It is reasonable to assume that 


a) 
some of these companies would move closer to the natural resources, 
but on the other hand, mining is a very capital-intensive sector, 
and they don't want to take any risk in moving into a place and 
finding out six months from then, or maybe five years from then, 
that there is no demand for that product. 

If you look into the world supply of some of these 
goods, raw materials, they could fluctuate severely, both the 
output and the prices. So it is not clear whether they would take 
that risk and move here with all the capital, and obviously they 
need a lot of capital for the mining industry. 

So what I think is required here, instead of that, 
is more research into this area, something like in the United 
States, where they have rapidly growing pine forests for the pulp 
and paper industry; and that sort of research and development is 
required, so that we can protect and at least keep the existing 
industry in this area. 

That-means! inethe short-run >I «don, tsthink there 
would be a significant effect in mining and Aan ten resources, but 
in the long run, in fact, we could lose unless we do something about 
it, again, through some sort of research and other supply-management 
problems. 

Another big industry in Sault Ste. Marie is tourism 
and here we have, given our higher retail prices, some people go 
to south of the border -- in fact, I guess they come here on their 


vacation, go south of the border and buy something and come back. 
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On the other hand, if we have freer trade, the 
prices here could be lower and we could keep some of the business 
intthe city, instead of giving 1 'to ‘ether Southern Ontario tom to 
south of the border. Those that are coming into the city could 
Lie ractk come here and buy from here, again if this acts as the 
distributing centre and thus offer lower prices. 

In all these discussions, it is very hard to avoid 
the exchange rates, no matter what sort of free trade or freer 
trade we are talking about, the exchange rate is very crucial to 
anyone; and in fact, I think the exchange rate on Algoma Steel's 
exports, St’. Mary."s exports!,‘our tourism andivother exports in the 
city, obviously we don't knowhow it would Cafifect “Lessin Sfact - my 
feeling is that the impact of the exchange rate would be and could 
be a lot higher than the impact of trade barriers on Sault Ste. 
Marie's economy. 

Obviously, it is up to monetary policy "and 2iiscal 
policy to take care of exchange rates, but we have to realize 
that trade barriers are nothing compared to the Pater eee in 
the exchange rates. 

In summary, there are many benefits and there are 
many costs, and obviously if there are only benefits, we don't 
have to discuss all these pros and cons. So what we have to do 
is take the net benefit and cost into account. 

My feeling is I'm somewhat inclined to favour closer 


trade relations with the United States, maybe somewhat freer trade 
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with the United States, and at the same time we are to realize 
that the benefits and costs are unevenly distributed throughout 
Canada, among the provinces and among individuals and among groups, 
and it is reasonable to assume that provinces like Ontario and 
Quebec would lose more than provinces in other parts of Canada. 

So, one of the solutions could be that we should go 
at a slower rate, maybe take as long as ten years and longer, and 
in fact, since Ontario has almost half of the protected jobs, they 
could even get some special treatment, as far as the elimination 
of the trade barriers are concerned. 

Maybe we should be able to negotiate for some 
guarantees on plant closures, and some minimum number of jobs in 
Ontario, similar to poe Aurtopact: So, that way we might be able 
to satisfy some sectors, some groups, and at least we are not 
saying we aregoing to go ahead with freer trade, we are going 
Slowly and making sure that it would not have a devastating effect 
on the whole province. 

In general I think it is reasonable to assume that 
Canadian firms would have a harder time to adjust than their 
Counterpatis, the Americana ciims, sO thatemeans (it mc enor un- 
reasonable to ask for something like the following: we can ask 
the Americans that the trade barriers on Canadian goods should be 
eliminated much sooner or at a much faster rate than we eliminate 
trade barriers on the American goods. 


Rotua lly, eitewe.loOksat the tarific rates, most onn 
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them are nuisance tariff rates, anyway. American tariff rates 
are something like five per cent on Canadian goods, by 1987. So 
these are what we call nuisance tariff rates, those that are less 
than four per cent. So these can be easily eliminated in the 
first couple of years, as far as the Americans are concerned. 

MR. TAYLOR: You are talking about averages? 

DR. KADIYALA: Pardon me? 

MR.TAYLOR: You are talking about averages? 

DR. RADLYALAS * Yes) that's ‘correct. 

MR. TAYLOR: Because there are cases where they are 
much higher. 

DR. KADIYALA: Yes. 

Another thing that might come out of this, is maybe 
we can have something like sectoral customs unions? If we look 
at our steel industry inparticular, I think they are more con- 
cerned about the imports coming from the rest of the world, and 
they are not really concerned about imports” between Canada’ and 
the United States. 

So what we could do is, something that might come 
with the discussions on freer trade, that maybe on a sectoral 
basis we can go for something like a customs union, that is set 
a specific tariff rate, on outside products coming into the 
country. 

As I was saying,’ the impact’ on the- economy’ is quite 


severe and so many jobs would be replaced, there have to be so many 
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transfers and, as I said, something like six per cent of the labour 
force would be transferred from one sector to another sector. 

One way of cushioning the impact is we have to allocate 
substantial funds and according to the Macdonald Commission, 
reporting something like $4 billion is necessary to offset this. 

We have to allocate these special funds for retraining and research 
and development relocation. So in all these cases, I think those 
funds would be necessary to cushion the impact. 

Finally, since we are in Sault Ste. Marie, my overall 


feeling is I think free trade for Sault Ste. Marie would be better 


overall. 

THE CHAIRMAN: Thank you very much. Mieweeom? Clie 

MR. SMITH: Yes. Sir, I gather you haven't been 
onecilsecounttryslongyu—--~yorghave you =-=a=handoi wonder, which country 


did you come from and what are your observations of Canada from 
another country's point of view? The same as I asked our last 
speaker. 

DR. KADIYALA: Well, how far ahoava Lior. I have 
been in Canada for more than ten years. Before that I was in 
the United States for a couple of years and before that I was in 
india: 

MR. SMITH: Our last speaker said that he saw 
Canadian sovereignty different from Finland, than we as Canadians, 
some of us, see it, that live here and I just wondered, did you 


thinks Canadayjwasppartsort thesUnitedsstates? 


44 

DR.KADIYALA: No,Jeisdidnitechink what Canada was 
part of the United States. 

Lithinkwsovercioqnty (1s yl ethink eyvarnies “from 
person to person, it is a personal view. CECRnK Le SLShan 
important issue) that has to be addressed. Some people are very 
sensitive to that, more than others, and we have to maintain some 
sovereignty, I think, and Canada I think is a small, nice, peaceful 
country and nation; and if you go to Europe and they ask you where 
you are from, you tell them you are a Canadian and I don't know 
about Americans, but if you are a Canadian, you probably would be 
respected, the same way as an Roan 

MR SOME: Thank you very much. 

THE CHAIRMAN: Mr. Callahan. 

MR. CALLAHAN: In the previous brief we had, we were 
told in an appendix, that exports and imports overall were greater 
exports with Canada, then imports from the United States? 

DR... KADEYALA:| Yes: 

MR. CALLAHAN: And some products were significantly 
higher: raw materials, tremendously higher, fabricated materials 
as well. That being the — and perhaps you can tell us this, 
as an Associate Professor of Economics as well as from your brief 
sojourn in the United States, what advantage -= and recognising 
you say that tariff barriers now are really incidental -- what 
advantages are there between free trade for the United States 


with us, and forget about us with them, what advantages are there 
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for them with us? 

DR. KADIYALA: Well, see, Americans, for example, 
about ten per cent of their product depends on Canada. 

MR. CALLAHAN: Yes) butewhatel'magetting at is, if 
many of the tariff items as you say are just nuisance tariff items, 
what is the benefit? I mean, is this exercise by the United 
States being done with us and Israel simply to open the door to 
freer trade with countries that they are having real problems with, 
Uike CheePacificPRimecountoressandiiso lone 

DR. KADIYALA: That is one of the advantages, one 
OL the things that the Americans would look into, as one of the 
advantages, as I said in the brief; that is, if they negotiated 
ECE trade with Canada, then they can turn around to other 
countries like Japan or the European Economic Community and 


convince them, "We are interested in freer trade," and Reagan is 
one -ofsthesbig supports ofca*®free market and free trade. He could 
go to Japan and tell them, "Look, we are negotiating freer trade 
with Canada and we also want to do the same thing witheyouy” .and 
I think they are quite concerned about the Japanese trade deficit. 
So I think that is one of the advantages that the Americans have, 
if they can negotiate freer trade with us. 

The second thing is they have been complaining about 
our FIRA for a long time, and to some extent I think that the 


problem probably is solved, because that is changed to Investment 


Canada now and that is one of the things they would like to use 
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Canada for. 

I think another complaint that» they had for a while 

was our oil and gas ee 
MR. CALLAHAN: Our what? 

DR. KADIYALA: Our oil and gas industry. 

MR. CALLAHAN: Those are all changing, those nae 
all changed, and that's why I don't understand and what I'm getting 
down to is, do you perceive the exercise going on in the United 
States simply using Israel and Canada, as a leg up to deal with the 
real important countries, that they see as a threat, the Pacific 
Rim countries and various other countries? 

DR. KADIYALA: That is one of the major advantages 
that the United States would see they would get out of this freer 
trade, yes. 

MRAeTAYRORS] Mr -BGhawrmant .2ve 

I guess you can't discount the fact that Canada is 
the biggest single trading partner of the United States? 

We take something like twenty per cent of the total exports. 
So that we are a Significant trading partner? So thak-.-wdtselt 
is important, plus the fact that there are many non-tariff 
barriers that are a source of aggravation as well. 

MR. CALLAHAN: Why do they use Israel and Canada? 
That's what I don't understand. Israel, the export and Hipesk 
quotayis yveryveinstonificant. 


MR. TAYLOR: I think that would be an entirely 
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artterent Ssituationvand probably as politically inspired, «and 
if they (can vt—-——‘atireast the message I get, if they can’t make a 
deal with Canada, how can they make a deal with Japan or any 
other country? 

MR. CALLAHAN: The question has been answered by my 
colleague. 

DR. KADIYALA: To extend your comment: about seventy 
per cent of their exports come to Canada and, if we take Japan, 
that. 1s very significant. Israel is very, very tiny at the 
moment. So, I'm able to assume that they are very keen in 
expanding that seventy per cent, which transfers into so much of 
their GNP. 

MR. CALLAHAN: Onesirurthen question, af sl might, 
Mr. Chairman ; 

If, for instance, Canada and the United States, 
and let's say Israel, effected a freer trade process, which would 
then carry over to the Pacific “Rim countries -- and maybe you 
can't answer this .... does this mean then Canada has to enter 
into a freer trade program with the Pacific Rim countries as well, 
and what effect would that have in terms of the importation of 
motor vehicles from thatarea, on specific industries in’ Ontario? 

DR.KADIYALA: That is, I think, one of the so-called 
third options we had under our former Prime Minister, Mr. Trudeau, 
his terminology; and he suggested we had a third option, that is 


trade with those countries, the so-called Pacific Rim countries. 
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I think for the last few years, our share with those 
countries has gone down from, it used to be something like twenty- 
five per cent for exports, and now I think it has dropped to below 
ten per cent. I don't know how we interpret that. 
In a way, I think we are somehow not quite successful, 


very successful,in trading with the Pacific Rim countries. 


MR. TAYLOR: It may be, it could be reflected in 
that, our trading has increased with the United States -- and may 
be because of the auto industry -- recently? It would distort 


the other figures as well, in that it is now ninety per cent on 
exports instead of seventy per cent, and then it would distort that 
other figure, possibly? 

MR. CALLAHAN: That doesn't address the question I 
put. The question I put is, if somewhere down the road, when 
this issue is resolved in the United States, and the United States 
uses this as an example to open up freer trade with the Pacific 
Rim countries, are we also placed in the position of having to 
do the same thing and, if we are, what effect would that have 
on the “importation of sparticular productsuthat have tanvery 
definite impact on Ontario? Lusisavycirctlarssituatton: You never 
get off the merry-go-round, and that's where I think we have to 
look at, as well as down the line, as to what is the impact at 
that stage of the game; places like Windsor and Oshawa, and so on. 

Anyway, Mr. Chairman, I'm speculating now out loud. 


MR. MACKENZIE: There is another very serious aspect 
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of that, and that is to some extent the U.S. in the last couple 
of years has really given up on their own domestic Pires industry . 
We have bad in five, years,--.or, less, -- $5: billion. Japanese 
investment, putting up Japanese-American plants, and we have 
already been warned as to what that could mean in terms of the 
Autopact and auto exports, once the new controls and the new plants 
go in, that are not really the previous RMeuacancowned plants we 
knew. 

Dre eKADIYALAS) #elixnlemay address; that sence 

MR. MACKENZIE: The Autopact is a good chunk of 
that trading imbalance, which affects our trade with the U.S. 
right now. 

DR. KADIYALA: I think it is reasonable to assume 
that there would be some safeguards in this case. What we assume 
we will have is a freer trading agreement with the United States; 
and if one of these countries in this group, goes to a third 
partner and negotiated a freer trade agreement with them, I think 
the other partner has something to say about con Dedomuemehink it 
is reasonable to assume that the third partner would sit by and 
let those two countries negotiate freer trade. 

MR. CALLAHAN: That's the question I'm asking and 
that's one of the points that will have to be negotiated anyway. 

MR. MACKENZIE: That is presuming that we would be 
part of their negotiations with the Pacific Rim and another country, 


and I think that's stretching she jpresumptions;a faar degree, that 
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they are going to agree to that. 

DR. KADIYALA: I think we have to negotiate for 
that, we have to have that, and that is one of the safeguards. 

THE CHAIRMAN: Le Iomayerintenyect, I have j ust 
been handed a note by one of the reporters that Prime Minister 
Mulroney has asked Mr. Reagan to ask Congress for approval to 
pursue free trade talks with the United States and the Prime 
Minister intends to meet with Mr. Reagan next spring, for talks 
with the prospect of a full trade deal taking place in the future. 
Apparently Premier Peterson has mentioned that in his talks with 
Mr. Kelleher in Haliburton, there was a suggestion or, at least, 
one survey that the federal government has, that would indicate 
seven per cent of Canada's work force would be displaced and as 
that sinks. in.«~ a. Mragihane, yous haduas question? 

MR LANE. « Thanks; ~Mre». Chad rman 

Sir, on page 2 you headline Possible Gains/Losses 
Due to Free Trade and then, as you go through the rest of your 
brief, you more or less talk about freer trade and not free trade? 
There is some considerable difference. Then you wind up by your 
examination of the Algoma area, which is understandable, given 
its history of freer trade. In view of the fact we have a high 
percentage of unemployed people now, and in view of the fact of 
the Chairman's remarks a moment ago, what about being displaced 
from the work,force, throughoutsthe entiresprovincessyouurecognise 


there would be a substantial loss? 
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DR. KADIYALA: I think at the end, even though I 
went back and forth with free trade and freer trade, at the end 
I stuck with freer trade or freer trade relations with the United 
States. 

I'm not so sure that complete free trade would be 
beneficial for Canada. I think we have to have some sort of 
built-in mechanism, safeguards, including our sovereignty, other 
things like our marketing boards, the agricultural sector would 
be affected significantly, if that is not excluded from free trade; 
and similarly there are other sectors. I guess the Liquor Control 
Board is another one. 

MR. MACKENZIE: The Autopact? 


DR. KADIYALA: The Autopact is another one, and to 


some extent, they are closer to it. SO, 1) a Way.) ean oe 
completely for free trade. Tethink i would lvkerttory haves reer 
trade. 


MR. LANE: You haven't seen any way that we could 
absorb the problem in the short term, because we are adding 
insult to injury with having more people unemployed, and sure, 
it's fine to say we can retrain them, but retrain them for what 
and where, and the cost of retraining or Welfare or whatever, 
while they are retraining, we are talking about a big buck for 
quite a perirod of time: So when does the benefit start to flow 
is the question, I guess, and what I want to say. 


MR. CALLAHAN: ENecne Lun nessmonm sc 1 Mes sa 


52 

DR. KADLYALA: “I think in. the short term it is 
reasonable to assume that there is going to be higher unemployment, 
and I thought their estimate of six per cent of the labour force 
and Mr. Chairman just read seven per cent of the labour force, 
would be changing sectors. So that is seven per cent, anda 
percentage of that could be temporarily, structurally unemployed. 
The cost has to be covered by unemployment insurance funds, special 
funds’, retraining funds, relocation funds. 

MR. TAYLOR: That all depends on the phasing-in 
period as well? 

DR. KADDYALA:. That sirighte It would depend on 
the phasing and again, if we have a ten-year period, the impact 
would be somewhat lower. 

THE CHAIRMAN: Professor Kadiyala, we have talked 
about a ten-year period and I think the U.S.-Israeli agreement has 
a fifteen-year period? 

DR. KADIYALA: What I would like to see is they 
should eliminate our tariff in three years and we should take 
Cenwyears. 

MROUANBCIeoo -yOUuragree,.” LE wemares(towhaves free 
trade or freer trade, it would have to be integrated over a 
period of years? 

DRwSKADIVALAR Se Thats) richt: 

MR. LANE: Not something that we would sort of do 


in the short term? 
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DR. KADIYALA:=  That’s¥ Tignes 

MR. LANE: Going over to page 7 whereyou talk about 
tne “errect on “agriculture -whicir ) realizes not parvicularlyea 
Dig item in ‘this part of the’ province, but’ the province of Ontario 
does produce a lot of agricultural products; and you seem to see 
the marketing boards as still having a place in the farm commodities. 
It seems to me, if we had a much larger market, that there were ten 
times as many people to market our products to, that the marketing 
boards as we know them today would not really have very much place 
for farm products, and supply and demand basically would set the 
DEace Like the Milk Marketing Board, for instance, at this time 
controls the areas, the pick-up and the volume in these areas, and 
that would no longer be the case, if we were to open up to free 
trade with the U.S? How would you see marketing boards functioning 
under a freer trade system? I don't really see much function for 
them. 

DR+ KADIVYALAl@  1f*l*tnderstand yousceorrectlyF; you 
seem to be suggesting or implying under free wgade we don't need 
marketing boards and the free market would determine the prices 
and farmers would be able to survive under free trade? That's 
what I think you are saying? 

MR.LANE: The supply and demand sets the price, eh? 

DR. KADIYALA: I’m not*’convanced thats Ontario 
farmers would be able to compete with American farmers. Weather 


lt think is”one’ of the’ crucial’ variables: in’ Northern Ontario and 
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Southern Ontario for that matter. 

MEMBER OF THE COMMITTEE: At the present time they 
would be able to compete, because most of them are going bankrupt .... 

MR. MACKENZIE: They have already made it clear to 
us that they couldn't compete, tis vast majority, in a free trade 
Situation, unless they were exempted. 

MR. TAYLOR: While commodities are under supply 
Management, —= 

DR. KADIYALA: Right. 

MR aw wtAYLOR:) a=—= are not,consistentior compatibleswita 
the concept of free trade. 

Do you seriously think, when we start into talks 
in~wegard toutreern trade, that the agricultural industry would 
be included; and I say that because of the vast differences in 
our agricultural industries and the government-supported programs 
in both countries. For example, the pig program in the United 
States, a collosal failure, as I understand it, and extremely 
expensive? We have supply management and we have different types 
of boards and policies and when you are into the area of 
agriculture, I think the American concerns would be equally as 
large as ours. I am just wondering if you have any reply or 
impression in regards to that particular industry as a candidate 
for a free trade agreement? 

DR. (KADIYALAs: sme stall note convinced sthat Ontario; 


and Ontario farmers,in; particular, would. be, in favour of, free 


So 

tradevasntar as#agriculture 1s concerned -and, in’ particular, *I 
don't think they like to see the elimination of marketing boards. 
It is true thatvAmerican) farmers are”™in trouble, but *on*the other 
hand, Canadian farmers would be in bigger trouble if we didn't 
have marketing boards in Ontario. Maybe what we could do is, 
that is the next step after we start on freer trade, and maybe 
five years down the road we might be able to eliminate the 
marketing boards? 

MR. SMITH: Maybe we should get more marketing 
boards in the United States? 

THE -CHATRMAN? “Mr. Morin=Strom. 

Mee MORIN=STROM* 3 sPicst’asesminor point, One y ous 
first page you mention, you use the figure of seventy per cent 
of UsS acexportsicome sto wGanada: We have heard quite a number 
of presentations, and I think the figure we have heard many times 
in the presentations is twenty per cent. r think Syousmght 
check your source for that figure, because I believe it is twenty 
per cent and it is two per cent of the GNP depends on Canada and 
not seven per cent. The U.S. is not nearly as dependent on Canada 
as we are on them. 

DR. KADIYALA: I completely agree with you, they 
are not as dependent on Canada as we are on the United States 
and I will have to ohecige 

MR.MORIN-STROM: It only makes sense it would be 


that way, too, because you have got twenty-five per cent of our 
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GNP involved with the States, and that corresponds with something 
between, say, two per cent and two and a half per cent, and of 
the same order of magnitude, going both ways. 

DR «KADLYALA+:) “Yes. ed Tathinkesovwes iwi becheckisinto 
Piie ts | 

MR.MORIN-STROM: On this whole arrangement, we have 
heard from numerous industries over and over again, the places where 
we are going to lose jobs, and we are heavily into the industrial 
sector and secondary manufacturing, more so than the resource 
industries. We have heard figures about a million jobs will be 
lost, and six per cent or seven per cent of our work force, 
probably, something approaching that, and we have heard of very 
few industries where we are going to see significant job gains. 
Where are we going to find three-quarters of a million jobs, where, 
and what industries, are those job gains going to come from? 
What sector? 

DR» ,KADSYALA sa) Thegenerogyeaeector polethinkpewould 
be one that would gain. Oyvbeandsgas’ 

MR. MORIN=STROM: What types of jobs in oil and 
gas? 

DR. KADIYALA: We would be able to trade more with 
the United States and control production. 

MR.MORIN-STROM: Jobs in crude oil as opposed to 
refining sand ithatesorbwosething 2 


DR. KADIYALA: Yes, some jobs there. 
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If we eliminated trade barriers on the steel industry 
completely, we might be able to gain some. 

MR.MORIN-STROM: Some? 

DR. KADIYALA: Well, five hundred or -- something, 
maybe? I don't know? What are we talking about? YES qeces 
I have to look into the other sectors, for the gain, where it 
might be coming from. 

MR.MORIN-STROM: How vulnerable do you think we 
ape finsbranchaplants? Fifty per cent of our manufacturing efforts 
in Ontario, are subsidiaries of U.S. companies. 

DR. KADIYALA: That is one of the dangers, I think. 
There is a danger, if the market declines, it is possible that 
they could close the foreign branches, which could be Ontario's 
branches. But at the same time, again, that is one of the things 
that we have to negotiate for, some sort of safeguard, some sort 
of guarantees that they would not close "our branch in Canada." 

So, if we don't have any safeguards, it is very hard to avoid 
that problem. 

MR.MORIN-STROM: But that doesn't sound like free 
trade, if the companies are not allowed to rationalize their 
facilities and concentrate their production in the largest plants? 

MR. TAYLOR: The exchange rate might be a factor too? 

DR. KADIYALA: The exchange rate would be a factor 
and it would be, they were saying, a larger factor than the 


tariff barriers themselves. 
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LESS “NOCtCctedr. CO me Li. Ole Way OL LOCKING. at 
that actually 1s Canda@vaneDlanchesanw.. Lf Wemtaiterd SuLVvey on 
the American branches, Canadian branches are larger than the 
American branches. So that means if we look at an average 
American plant and see when they have a second plant, I think 
Canadian plants are larger than the American plants. 

MR.MORIN-STROM: I don't know. Most of the 
presentations we have heard have indicated the opposite, rn terms 
of secondary manufacturing in Southern Ontario. White goods? 
The brewery industry? 

THE CHAIRMAN: I think we have heard a lot of 
Submissions, they would be larger? 

DR.KADIYALA: It depends on how they interpret 
branch plant “economy; i tuink One way Of Tooking, at that is 
let's look at our branches here and look at their size, and look 
at the American plants who have two or more branches, look at 
their largest branch and compare that with our branch here. 

LT think if you look ‘at atechat way, ,according togsome BCononic 
Council studies, our branches are larger than the U.S. branches. 

MR. “MORIN-STROM:s” Probably the most significant 
presentation we had on branch plants is the one from a trucking 
company who is involved with the distribution of products in 
Southern Ontario and he said that he had spoken to on the order 
of a thousand small firms in Southern Ontario involved in better, 


basically, branch plants of American firms, involved in distributing 


aN) 

Products to Southern Ontario and his impression of branch plants 
in Southern Ontario was that possibly at least one thousand 
GULEberent Lirms, penatrepe 1S=talking, about, —-— and Ne@is a very 
Satter acim laite a tidimecnicveare trucking His™product. tor, 1s 
that most of them are waiting for free trade, to close their 
Canadian operations, so that they can start beating Southern 
Snearto Teoma toicmt so... 

MR. TAYLOR: FAnother point: being made, I” think, Mr. 
Chairman, with respect, at least as I understand it, was the 
point that the American branch plant. in Canada is usually larger 
Cham the branch plant of the American company inthe U.S. Is 
that what you are saying? 

DR. KADIYALA: Yess 

MR. TAYLOR: And I have never seen a study come 
before the committee on that point. On that issue. 

THE CHAIRMAN: Wasn't that what you were suggesting --? 

DR... KADTYALAss Yes, 1-could provide you, wich — 

MR. TAYLOR: That would be very helpful. 

THE CHAIRMAN: We would appreciate that. 

Mr. Mackenzie. 

MR.MACKENZIE: There is an element of unreality 
to the whole thing going on right now, in terms of this need and 
the=mood, or tne Premier today, Or. tue Prime Minisrer "Lo anitrate 
free trade talks. We have all kinds of evidence’ before us, that 


there-will be at’ least substantial dislocation’ and adjustment 
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You know, all of the caveats that are put there .... 
and so here we have the U.S. Congress, some of the toughest -- 


whether it is totally real or not -- some of the toughest protectionist 


legislation and protectionist sentiment -- and that was made clear 
to us in Washington -- that we have seen in a good many years. 


They are angry because of their deficit and loss of jobs for their 
people, and if we are going to take this Opportunity tonsitadown 
with them and think that we are going to be able to carry out all 
these exemptions? I don't think the Americans are fools and I 
don't think they are anything but very, very good negotiators. 

I don't downplay our people either, but I really wonder .... 

And then take a look at another thing, the question 
raised earlier about the UIC and the big issue raised by the New 
England Governors, was that this is an unfair subsidy, the UIC 
payments that the Maritime fishermen get. Because they literally 
can fish/all year,round, 

We are sitting down to negotiations and already the 
real irritants were -- FIRA, we have given it up. We have given 
up the national energy policy, we have given up cruise missile 
testing, and my God, what kind of negotiators are we, we have 
given up half of our trump cards, before we even sit down to the 
first set of negotiations, and we are now going to say, before we 
start, you have got to carve out the Autopact? We have got to 


carve out our social security system? We have got to carve out 
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the agricultural sector? 

I don't mean to sound quite as emotional as I am, 
lejbhen otk SEN URSRCEe if there is any reality to what we are talking 
apOuUte at .cOS POlutCaaia tame. 

DR.KADIYALA: To some extent I agree with you. 

I think a couple of our trump cards were given ee PL RA wes Bie. 

MR.MACKENZIE: A couple of major ones. We could 
have used FIRA and we could have used the energy policy and used 
cruise missile testing. Not that I want to, but they are all gone 
before we ever start. 

DR. KADIYALA: I don't know whether this is logical 
thinking, but now that happened, another way of looking at it is 
maybe that is one way of bringing the Americans closer to the 
bargaining table? 

MR. MACKENZI Bee lt havertoyted] you, as alnedorrater, 
I don't like negotiating when I'm afraid as hell of what they 
are going to do, when I have already given away half of my trump 
Cac. 

DRe,KADIYALAs ,sleagree~withsyou onsthatpj. Lethink.they 
should have been part of the overall package. 

MR.MACKENZIE: We are really negotiating out of fear 
Of whatathevimigntrdo.to.us. 

DR. KADIYALA: And something about, if we go back 
to we are losing one million jobs and what to do with them? 


I think at some point.we, have to.look.at our, long: term,goals. 
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legislation and protectionist sentiment -- and that was made clear 
to us in Washington -- that we have seen in a good many years. 


They are angry because of their deficit and loss of jobs for their 
people, and if we are going to take this opportunity to sit down 
with them and think that we are going to be able to carry out all 
these exemptions? I don't think the Americans are fools and I 
don't think they are anything but very, very good negotiators. 

I don't downplay our people either, but I really wonder .... 

And then take a look at another thing, the question 
raised earlier about the UIC and the big issue raised by the New 
England Governors, was that this is an unfair subsidy, the UIC 
payments that the Maritime fishermen get. Because they literally 
Can fishvall yearesround: 

We are sitting down to negotiations and already the 
real irritants were -- FIRA, we have given it up. We have given 
up the national energy policy, we have given up cruise missile 
testing, and my God, what kind of negotiators are we, we have 
given up half of our trump cards, before we even sit down to the 
first set of negotiations, and we are now going to say, before we 
start, you have got to carve out the Autopact? We have got to 


carve out our social security system? We have got to carve out 
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the agricultural sector? 

I don't mean to sound quite as emotional as I am, 
buted “he DRG aREES if there is any reality to what we are talking 
apoutoat wis DOlnt a ota me: 

DR.KADIYALA: To some extent I agree with you. 

I think a couple of our trump cards were given away. Bel RAg rs rice, 

MR.MACKENZIE: A couple of major ones. We could 
have used FIRA and we could have used the energy policy and used 
cruise missile testing. Not that I want to, but they are all gone 
before we ever start. 

DR. KADIYALA: I don't know whether this is logical 
thinking, but now that happened, another way of looking at it is 
maybe that is one way of bringing the Americans closer to the 
bargaining table? 

MR. MACKENZIEs), I have, to; tell you, as a negotiator, 
I don't like negotiating when I'm afraid as hell of what they 
are going to do, when I have already given away half of my trump 
cards. 

DRE, KADIVALAs sieagreeswithpyvou. Onethatye Lathiunkethey 
should have been part of the overall package. 

MR.MACKENZIE: We are really negotiating out of fear 
of what they mightrdo to.us. 

DR. KADIYALA: And something about, if we go back 
to we are losing one million jobs and what to do with them? 


I think at some point we have to look at our long term goals. 
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MR. MACKENZIE: I think now you are starting, as 
we say, to cook with gas. What we don't have in Ontario and in 
this country asva-realandustrial powrcy . We don't know what 
we want to do in the way of value added, we don't know whether 
it is possible to take some of our natural resources -- which is 
where our surplus is, which we ship out, and we have to take a 
look at those, where we have got the expertise, and maybe start 
doing a little more value-added production here, and any number 
of approaches that we could be taking. 

Content legislation, which is really what the 
Autopact is -all’about,” ft is not a free trade deal, it is a 
managed trade dean, that gave us a break in latter years, in terms 


of the Autopact. 


DR. KADIYALA: SO, yOu are talking@abouc 1ndustrias 
strategy? 

MR.MACKENZIE: If we had it, maybe we could start 
seeing how we could start looking for jobs for people. Macs 


not just my idea. That has come to us very Serong dy with a number 
of witnesses too. We simply don't have an industrial strategy 
Invcunes “CcOuUntrY., 

DRYORADIVARAC Or CO DOUGH TC etn anor therent. way ,ae 
think we need some long range goals that will secure the future 
of Canadians, Ontarians and everybody in Canada. 

MR. MACKENZIE: That to me is maybe a tougher but 


much more serious approach than sitting down, given the current 


65 
climate and certain pressures we are facing,and entering into 
comprehensive talks, which I think is nuts. 

DR. KADIYALA: Well, presumably the -- 

MR.MACKENZIE: Maybe we need a commission such as 
we have in the Great Lakes waters to deal with the individual 
i¥ritants in our’ trade Situation, and that might be one approach 
With some tealeval tate y rte at. Some kind of trade commission to 
deal with individual irritants? Because the other thing we are 
going to do, if we open up the talks now, is highlight every 
Single irritant there is, and there are a lot of them, even 
between Canada and the U.S.: hogs, stumpage, UIC payments to 
fishermen in the Maritimes. 

The argument my friend, Mr. McGuigan, would give us 
if he were here, that we are getting nailed for our hog marketing 
practices and yet they don’t talk about the fact that while they 
have no similar subsidy there, they do have a subsidy on grain 
Loacess substantial, the corn subsidy, which allows them to feed 
hogs much cheaper. 

I think we have got cards to play in the individual 
areas, but i°m not rsure *that*now is the time, and the*climate, 
to Open the. whote=thing-up; "on a-broad ‘basis=) Because™then*you 
have asked for too many trade-offs. 

THE CHATRMAN:—) On’ that. note; if Lemay; Dr.-Kadiyala, 
rem golndetor bring theo sess tonto asclose, I appreciate your 


submission, we all appreciate your submission and probably -- it 
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happened in the middle of this submission, we have seen some 
events OCCUr, prior tO OUT Initial reportu  COMmMing Out, alaptiat.s 
why perhaps some of the questions have been with a lot of emphasis 
at this stage.) Thopewtnet. scenotecakens personally steal. 

DR. \KADIYALA= ING, no: 

MR.MACKENZIE: I trust the presenter hasn't taken 
anything I said personally. 

DR KAD PYALA ee etlOr slo. 

THE CHAIRMAN: We appreciate what you have said and 
it has been of great value to us. Thank you very much, Dr.Kadiyalag 

DR. KADIYALA: Thank you. 

THE CHAIRMAN: Our last submission today is from the 
Algoma Central Ratiway. | Wevnave with us Stanley Black, Vice-— 
President and Division Manager, Rail. Mr. Black"s submission is 
being distributed right now, and Mr. Black, would you care to lead 
us through your submission? 


Oh, I'm sorry, if we could take a few minutes break. 


--= Short Recess 


THE CHAIRMAN: It has been brought to my attention 
that there are some people here today who may wish to address 
the committee. I realize the committee has worked hard all day 
today, but it as also,the case that this is our one sojourn 


into this part of the province, so if the committee has no strong 
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Obj ections,,and. our_flight is not. scheduled.to leave until 8:30 
tonight, so after this presentation, we will entertain some 
ShOrE, presentations. from_others,. 1f.<they wish. 

MRETAYLORe se Mr.-Chairman,-it is -avpubiie meeting 
and we are eliciting input from the general public, that's why 
we ware here. I.donyte think; anybody has, any, objection. 

THE CHAIRMAN: No. 

Mr. Black, thank you for being patient and waiting 
for us. For the first time, we are falling a little behind, today. 
So I wonder if you could lead us through your presentation and 
then entertain questions from the committee members. 

MR.BLACK: Thank you. 

Mr. Chairman, Committee Members, Ladies and Gentlemen, 
I should first like to explain that our president was moved to be 
here and speak with your committee on behalf of our company, but 
unfortunately he had an obligation in Toronto, where you came from, 
and he has to be there. So he asked that I would meet with you, 
primarily because my responsibilities include oe Erejqntetcains, 
our passenger trains, our forestry, mining, dock and industrial 
lands here in Sault Ste. Marie and north to Hearst, Ontario. 

Really, we are a service company providing trans- 
portation and housing for a variety, of businesses that are more 
directly involved with trade; and as such, it was our original 
intent that we would leave representations to you, with the 


companies who are more directly involved in the trade question. 
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We are here because of your specific invitation and 
because we understand you would like to know a little bit more 
how free trade affects the Algoma Central Railway, particularly 
our rail operations, and I should be able to deal with that. 

Le WOuULae Laker Lo cert yOUTa LECceLe Dirt abouts ouL 
company, particularly about the railway, and then share a few 
remarks about how we view trade with the United States affecting 
us. 

Our company was incorporated in 1899 primarily as 
a wilderness railroad to transport iron ore and forest products 
Out, OL Northern” Ontario. = Wercontinue? co’ do that. 

But in recent years, Algoma Central has become a 
diversified transportation company moving parce by water, rail 
and road. We operate a fleet of fourteen dry bulk cargo vessels, 
principally on the Great Lakes and the St. Lawrence Seaway. 

Our Main-rairlway Line=runs’ 295 miles north of Sault Ste. Marie 
and serves the natural resource, manufacturing and tourist 
industries of the Algoma region. 

Our fleet of trucks carry general cargo extending from 
Detroit; Michtgan~and BuLrtalo, New York to Toronto, Ontario and 
Montreal, Quebec. Algoma Central has also developed commercial 
real estate complexes in Sault Ste. Marie and Elliot Lake, Ontario. 
In addition, the company owns approximately 850,000 acres of land 
including mineral and timber rights in the Algoma region. We are 


a privately held company traded on the Toronto Stock Exchange. 
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In 1984, Algoma Central Railway employed over two 
thousand people with approximately seven hundred of these in north= 
eastern Ontario. In 1984, Marine accounted for approximately 
fifty-two per cent of revenues, Trucking Even ey eeeved per cent 
and Rail seventeen per cent. 

Rail Operations. Freight. Freight trains operate 
between Sault Ste. Marie and Hearst, Ontario as well as on our 
twenty-six mile rail branch line from Hawk Junction to Wawa and 
Michipicoten Harbour. We move freight between points on our line 
but we also connect with the Soo line via the CPR international 
Dridge cattle ote.. Marre the CP Rail at. Sault Ste. Mariewand franz, 
and we connect with CN Rail at Oba and Hearst. We own and operate 
the commercial dock at Michipicoten Harbour. 

In, 19847 we handied 3,150,000. net.tons. of treiaqht 
made up of fifty-seven per cent mining commodities, thirty-three 
per cent manufacturing products and ten per cent forestry. This 
volume is substantially lower than the 3.7 to 4.0 million ton 
levels handled prior to 1962. 

The passenger side. The Algoma Central Railway 
operates two passenger trains, our regular train and the Agawa 
CanvoneloOure Tait. The Canadian Transport Commission has declared 
the regular train a remote service and has ordered that we not 
discontinue it. While there has been no formal ruling we are 
advised that our, Tour Train does. not constitute a.passenger, train 


service under The Railway Act, therefore, it is operated at the 
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discretion of the Dette vskee 

Our regular passenger trains operate on seasonal 
schedules between the Sault and Hearst on a six-day-per-week 
basis from late May through mid-October and on a three-day-per- 
week basis for the balance of the year. Regular trains move 
passengers, baggage and express. Tour of the line, snow train 
and seasons between tours operate in conjunction with our regular 
service. When overflow situations occur on our Agawa Canyon Tour, 
the excess numbers are handled on the regular service, such as is 
currently the case. 

Our Agawa Canyon Tour operates daily from early June 
through mid-October. Since actively promoting the Agawa Canyon 
Tour to U.S. and domestic markets in the early ‘70s, we have 
maintained high passenger levels and over the thirteen years since 
1972 have averaged 94,000 per year. 

Patrons from the U.S.A. accounted for seventy-three 
per cent of our 1964 Canvon sour passengers and ninety-three 
per cent of 1985 Snow Trains travellers. 

Passenger revenues accounted for seventeen per cent 
of rail revenues in 1984 with 7.3 per cent coming from the 
subsidy on our regular train, 7.2 per cent from the Agawa Canyon 
Tour and’ 2,1 per. cent from the regularstcraim., pWathe 25,900 
passengers on the regular train it suffered a loss of approximately 
$3,163,000. The Agawa Canyon Tour carried 98,900 passengers to 


earn $40,136 or just better than break even. 
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Although we estimate that passenger train operations 
contribute about $37,500,000 annually to the economy of the area, 
it should be clear vthat ‘there sisinoljustificationtfior tthe acompany 
investing over $40,000,000 in the Bosnecnewe of the obsolete 
equipment. Equipment which has become obsolete. 

United States Trade, here I should explain I am 
speaking more about protectionist legislation and where we are 
now, rather than the question of free trade I have heard you speak 
about earlier. 

With respect to trade influences on our business, I 
am not going to deal with the marine, trucking or real estate aspects 
of the company today. You have already heard from the Ontario 
Trucking Association which we believe has covered our concerns in 
fee Sas adequately. As long as the United States dollar remains 
at a premium above the Canadian dollar, we believe that we can be 
competitive in North American shipping. We do not see shopping 
centres, office complexes, hotels or housing ventures being 
directly impacted by the question of U.S. trade niueee it extends 
to the retail trade. 

In the rail area, I have already spoken about 
passenger business at length, so I will not refer to it again. 

Rai terreiontewhich accounts, formeaghty per cent 
of Rail Division revenue, is the area that would be impacted most. 

We move mining tonnage, whichis essentiall iron ore, 


limestone and coke for Algoma Steel. This classification accounted 
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for fifty-seven per cent of our 1984 volume and we are told that 
twenty-five per cent of it is dependent on trade with the United 
. States. I think you heard that earlier today. 

In 1984, the manufactured products that we moved were 
primarily finished steel from Algoma Steel, woodpulp from Kimberley- 
Clark, paper products from Spruce Falls Power and Paper Company 
and a variety of other ore fines, concentrates, petroleum products, 
scrap and other materials. Virtually all of the woodpulp and 
paper products which account for thirty-seven per cent of this 
category are destined to the United States. 

Forest products include pulpwood and pulpwood chips 
for St. Mary's Paper, Consolidated Paper, Kimberley-Clark and other 
operators; logs from Sault Ste. Marie, Searchmont, Hearst, White 
River and other points as well as lumber from G.W. Martin, Dubreuil 
Brothers, Levesque Lumber, Lecours Lumber and other operators. The 
majority of the pulpwood and chips goes to the United States in 
either its raw form or as finished paper or woodpulp. Logs become 
lumber or veneer or possibly chips, with a large proportion going 
to the United States and virtually all of the lumber that we move 
goes across the border. We estimate thatas much as seventy per 
cent of this commodity group would depend on U.S. trade. 

Overall, our perception is that about one-third of 
our freight business depends on trade with the United States. 

This translates into something between twenty-three per cent 


and twenty-seven per cent of our railway business or in the 
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status quo argument you make, in terms of what you have got now, 
protecting it, but in the event that we did end up in some kind 
of comprehensive free trade talks and agreement, can you see or 
Can you give us any kind of numbers as to what your increased 
business might be? 

MR BEACK:s w That s really something that has .to.wo 
with the customers that we serve. All i can really do is, relate, 
with the remarks I just made, that when we had larger volumes, 
up to four million tons, we had larger employment. 

MR.MACKENZIE: Would it have meant another thirty 
or forty employees, based on what you told us? 

MR. BLACK: It would have meant more than one 
hundred employees. We are running right now, five hundred to 
five hundred and fifty and in those days we ran six hundred to 
seven hundred. 

MR. MACKENZIE: So it would mean another one hundred 
jobs, if it were back to that level? 

MRE BUAGCK: nat. sri gnt, and 7a rates Dart /Of that 
was in steel and resource products that go into the making of 
steel and forestry products. Those are the two main areas. 

There was some difference in manufactured products, 
around paper and woodpulp and that sort of thing. 

So I would be surprised, if those markets weren't 
available, if there were not increased employment opportunities 


in those firms. But that 2S .1or) them to say, though, mot me. 
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Order sor lS wtog coms Ons. 

It should be clear that we are very dependent on 
foreign trade. Since a railway experiences high costs to maintain 
a safe operation, we rely on adequate volumes to cover our basic 
costs so that we can remain competitive. The loss of traffic 
related to U.S. markets could result in the demise of this rail 
segment of our company. 

Thank VOusLoOravOureacLention. I will be pleased to 
respond to any questions that you may have. 

THE CHAIRMAN: Thank you very much. 

Mr. Mackenzie. 

MR. MACKENZIE: The bottom Line, I take it from your 
presentation, is that rail transportation and shipping end of it -= 
you have got about, 115 to 135 jobs? -- is dependent on being able 
to maintain what you now have in the U.S? 

MR.BLACK: That's correct, Mr. Mackenzie. I can 
really relate a little bit more on that. When we were moving 
3.7 to 4 million, we had an employment level that, depending on 
the season, went from six to seven hundred employees in the rail 
SECCOL. 

Now that we have lost the volumes I have indicated 
here, we are down in the five hundred to five hundred and fifty 
range; and if we lost what is there now, we would expect to 
reduce about that same volume. 


MR. MACKENZIE: I understand this is essentially a 
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MR. MACKENZIE: So we could have another one hundred 
there, but there is nothing there at the moment that says given 
a bit of a turn-around in the market, and the continued advantage 
with the dollar, that those jobs might come back, even under the 
current system, if there were no additional protectionist measures? 

MR. BLACK: We have not seen those markets available 
in Canada; those markets were U.S. markets, as we perceived them. 
So, yes, if something magical happens in cas oe they could come 
DAC SOUL Aes. 

MR.MACKENZIE: The only point I'm getting at is that 
is not necessarily lost because of any free trade or non-free 
trade, that you stand to lose another additional number of jobs, 
if we end up with the big problem of protectionism? 

MR.BLACK: I don't know enough about protectionism 
in those areas to know how that has affected those businesses. 

MR.MACKENZIE: It may not even apply? 

MR.BLACK: It might not be involved at aquest oateS 
might: 

THEsCHATRMAN: @Mr.eLane. 

MR.LANE: Thank you, Mr. Coat 

Oni page. 2, Ienoterthatsyou are taiking about the 
amount of freight you move and I see it is down about a million 
tonsitrom @9s25to digos4- Is that because of the recession and 


things were not moving as well or why were you down? 
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MR. BLACK: Partly because of the recession, I think 
that is a large part of it, and it is partly because some of the 
businesses that we serve found that they were not able to be 
competitive in the U.S. market and have gone out of business. 

Certainly the lumber markets in the United States 
have shrunk and the Nuwago Forest Products operations that feed 
Ontario was completely closed, and with the loss of logs, wood 
chips and finished lumber to our operation. 

Certainly the steel business has been affected 
and I don‘t know just how those proportions go because we don't 
handle their finished steel in the United States. We simply handle 
the raw, product, for the: mostwepart. If they move into Canada, 
then anything that goes to Western Canada, we would certainly 
handle. But they have reduced their volume substantially. They 
moved in the order of two million tons of cinder products, which 
is a torm of (finishing tizonwore, CoO put into the sblast furnaces, 
and,now they arenoving more in the order of 1.3 million tons. 
So that is obviously va slarge paerc.on thac tonnage difference. 

MR .LANE: A combination of reasons? 

MR. BLACK: ess 

MR. LANE: I notice at the bottom of page 3S you 
are saying it is clear that you are very dependent on foreign 
trade and it is important you have U.S. markets. What really 
are you saying to the committee? You would like the status quo 


to continue, to cover your DusIness, sOL.CO youswants lates leade 
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or what really are you saying to the committee, what are you really 
saying ©£O Us iIn*that phrase there? 

MR. BLACK: We are more concerned at this stage about 
protectionism and when we read and hear about all the things that 
are being said about preventing steel from going into the United 
States, preventing lumber and lumber products going into the 
United States, that would have a very significant impact on us, 
and that's really what these remarks are addressing, are the 
protectionist measures that are being put forward. 

MR. LANE: In other words, you would be reasonably 
Satisfied with the status guo, if things could remain as they are, 
you really have no great complaint with them? 

MR.BLACK: No, we are not satisfied with the status 
quo, but we are not really in a position to address you and say 
if you did these things, what would happen with the volume of our 
business. I guess that really rests with the customers we serve. 

MRe LAYEOR? -A point OL clarification Lit 2 May; 

Mr .Chairman. 

What you are saying is that the success of your 
company depends on the success of your customers? 

MReDoRCK se Liat. ol igit. 

MR. TAYLOR: Has your company made any study or 
analysis of your customers' business and how it might be impacted 


upon by changes in U.S. legislation, which might be of a 
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prorectionist mature: Has your company followed that up? Has 
your company heard anything from your customers, expressing some 
Concern inwunac redarc ; 

MR.BLACK: We have spoken with our steel customer, 
with our wood products customer and with private products 
customers. They feel. to a large extent they are dependent on U.S. 
trade. Some of them are having difficult times right now 
because of the competitive situation that they have and the 
recession that has affected both the United States and Canada. 

I'm not in a position to say what that trade off is between the 
recession question and the trade question. 

MR. TAYLOR: But in,those discussions there has been 
no concern expressed in terms of a protectionist mood in the United 
States, which might impact adversely? 

MR.BLACK: Yes, they have. That's what I'm saying 
here, we are very concerned about protectionist measures. We 
are not in good shape as far as the rail business is concerned, 
right now,and if we lost this business, it could mean the whole 
existence of the rail division of our company. 

MR. TAYLOR: So your company is concerned about 
protectionist measures, because your customers are concerned 
about protectionist measures? 

MR. yBLACKs. -Yes. 


THE CHAIRMAN: What about the trucking section of 


your company? You say twenty-seven per cent? We have heard 
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from the industry generally. Do you have the same submission 
basicably7non trucking? 

MR.BLACK: We have not made a separate submission 
to you. We believe the Ontario Trucking Association has expressed 
our views in the submission they made to you. 

THE CUALRMAN MAL! srightioeeMra:Mormin—Strom. 

MR.MORIN-STROM: On the trucking, tying into 
trucking, you have made it clear that protectionism is the major 
concern, but a Lot of thesdiscussion focusses not on should we 
avoid protectionism, but we should go for a comprehensive freer 
trade agreement, opening up the border, across the border, 
presumably on virtually everything. 

As a comprehensive agreement, I guess for your 
company, it sounds like you have got a combination where the rail 
business is very concerned about.protectionism, but if we go by 
the submissions from the Ontario Trucking Association, as well 
as a separate submission done by CP Trucking at the same time, 
both have stated, if they were subjected to a free trade arrange- 
ment, the Ontario trucking industry would be virtually wiped out. 
Which seems to indicate your trucking position could be extremely 
vulnerable to takeover by the big U.S. trucking firms? How do you 
balance those considerations in terms of whether Canada should be 
going for a freer trade arrangement? 

MR. BLACK: I'm just not equipped to speak to that 


question at the moment. 


80 

THE CHAIRMAN: One of their reasons had to do with 
deregulation. 

MR.MORIN=STROM: As well as the geographical 
disadvantage. 

THE CHATRMAN: =Yes™ 

MR.MORIN-STROM: It is so much easier for American 
firms to fill the southern Ontario market, than have to go in the 
other direction. 

THE CHAIRMAN: Mr. Hennessy. 

MR. HENNESSY: You mentioned, sir, you deal in the 
United States. What areas do you deal with? You said the United 
States. 

MR TBLACK: “As"far as our rail operation is concerned? 

MR.HENNESSY: Yes. 

MR. BLACK: On our passenger side, we advertise 
and promote our operation into Wisconsin, Michigan, Ohio, New York, 
those are the main markets that come to Sault Ste. Marie. 

On our freight side, we simply provide a connection 
with the Soo line railway here at Sault Ste. Marie, for any 
traffic that moves into the United States. 

All of the traffic that we handle goes to the central 
United States, and that is very general, but it goes into Wisconsin, 
Michigan; - ONG... 

MR. HENNBSOY: YOUSdOn’ C8 transporter ty ico a 


MR. BLACK: -=- no, we interchange it to the Soo 
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line railway. We transfer it from whatever point it originates 
One Ouran Lney. We mi ohteder lit. trom Canadian yPacific’ Rallway or 
Canadian National Railway or from one of our direct customers 
Satuated,:on ours, line. 

MR. HENNESSY: What about trucking? 

MRS LACK soaWwell wo llour tricking. 1s tn. south= 
western Ontario. So all of our trucking, again, depends on what 
originates on those lines. 

MR. HENNESSY: You share the concern that my colleague 
had» in) regard lomehne truckingwindustry> ..YOU,are\ in thestrucking 
industry and also in the railroad business? 

MROBGAGCK weelhat.S correct. 

MR. HENNESSY: You share the concerns on the other 
side, on the trucking side? 

MR. BLACK: We have concern in the trucking side. 
I'm just not equipped to speak to that concern. My understanding 
is that the concerns we have were addressed in the brief that the 
Ontario Trucking Association put before you. 

MR. HENNESSY: Thank you very much. 

THE CHAIRMAN: Any other questions? Very well. 

I would like to say, sir, I have been trying for over 
aduycaGcanowscontind ,asday or. two for omyswitewand Isto. take your 
f£0uUvathnrondo,tpeuCanyon, eandust) liatryingsto. aug esti li intend eto 
Gomis 


MEMBER OF COMMITTEE: What about the money you're 
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Saving? 

MR. BUACKS” Evervone can “afford that <2. - 

THE CHAIRMAN: In so doing, attempting to augment the 
Canadian content. 

Thank you very, very much for your presentation. 

MR. BLACK: alike VOU, Taide 

THE CHAIRMAN: I understand now we have an economist 
from Sudbury, who would like to address the committee. What is 
your mame, Sir? 

A SPEAKER: My name is Brian Oja. 

THE CHAIRMAN: Could you come up to the table, please, 
Moe Ova 

MR. OJA: I came up from Sudbury with my friend Lasse. 

I have nothing prepared. Just throughout the course 
of the discussions here I jotted down a few perhaps general 
considerations. 

I suggest to the committee that we must Took atthe 
historical reasoning for the initial implementation of tariffs and 
their development over time and their justification today. 

The practice of laissez-faire in this case implies 
that the concept of competition would be applied continentally. 
Essentially the question becomes can Canadian industry compete 
with American industry in light of American comparative advantage 


with regard to their entire existing infrastructure, economic, 
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political and social? If not, we would be reduced to hewers 
Of wood and drawers of water once again. 

If we could compete, would this not mean a necessary 
compliance with Americans' status quo regarding businesses and 
industrial practices or standards? 

Government policy concerning the economy and 
consequently the environment, social programs and in fact the 
Canadian political identity, would by economic necessity attract 
American colours. 

Several questions I had were: can we compete with 
the strong American dollar? Can we compete with their economies 
of scale that exist today, can we compete in fact with their 
entire existing mnie seeeueetre and essentially, are we able to 
do business with the United States, within the terms of laissez= 
faire, simultaneously assuring a Pareto optimum? That condition 
where no Canadian group is made worse off in order that another 
group is made better off. 

The important issue is, what would free trade do to 
Our 'standardVoreliy ing? How will free trade and its social, 
political and economic implications affect other negotiations, *in 
respect of -the™ issues" such*as=acid rain, crurse*testing, Star Wars 
research, fishery regulations, et cetera? 

As indicated, can the Canadian economy accommodate 
a higher unemployment rate in either the short or the long run? 


In the short run, through labour and perhaps technological changes 


84 
that would have to be. made, and the long run,,in our ability or 
inability to compete? inability. Leadings tosatbrifticationsor 
certain, Canadian, industry. 

Our system is based on free enterprise and if we would 
really like to test its strength, free trade is the route to go with 
the Uns. 

In my opinion, however, the Canadian political system 
and. its.modifications,. too. 1cts. economic systemavaattaratis, were 
implemented with both an economic and social conscience, not 
paralleled by our southern neighbours. 

Those are just a few comments I jocted down. A 
general perspective. 

THE CHAIRMAN: Thank you very much. We appreciate 
VOur RAGING toate 

Mr... Callahan. 

MR. CALLAHAN: That was one of my concerns, you 
raised a very interesting point: is. thismjustethesstart sor 
something bigger and better, in terms of maybe this is the way 
out, in terms of things like the cruise missile and other things 
like that? 

If we rush into this process without really 
thinking it out and without.dealing with it.on a toe-to-toe basis, 
we may very well find this could be Act 1, Scene 2 of something 
larger? 


THE CHAIRMAN: If we demand that they get rid of 
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their non-tariff barriers, presumably we can demand they shut down 
the defence industry? I mean, if we are going at it toe-to-toe .... 

MR. LANE: I was in Washington last week on a 
Commonwealth Parliamentary Seminar, we had a lot of speakers, some 
of them actively involved in the government and some of them 
retired Congressmen. The one thing that disappointed me was the 
Tack Of imterest “in “doing “anything about ‘acid! rain, other than 
rhetoric. It seemed to me that the government is prepared to 
engage in a bit of rhetoric and the man on the street couldn't care 
less. It seems to me that we are light years away from anything 
happening that is going to protect our lakes and forests in 
central and eastern Ontario. 

I wish somebody could tell me how we can deal with 
that problem, with our neighbours to the south, because by the 
time they get around to seeing it is a serious problem, it is going 
to be beyond repair, I think,in many areas in this province, and 
eastern Canada. Do you have any thoughts on that? You mentioned 
acid rain in your question and I just wondered if you had any --- 

MR.TAYLOR: Maybe there is free trade in those 
movements? 

MRE O9A2= “Acid rain? 

MR. MACKENZIE: The question was, could these things 
or would these things be on the table? 

MReeCALLAHANS@ ona,” sorignt;#and. particularly when 


you look at the question of how you deal with that, and we are 


/mc 
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getting into another discussion, but if you deal with the question 
of acid rain, acid rain, in order to have it eliminated or reduced, 
requires massive expenditures. Maybe I shouldn't say that in 
Sault Ste. Marie, but massive expenditures on the part of wherever 
that acid rain is coming from. Are you going to be able to put 
that on the table and say to the U.S., “We want you to impose that, ~™ 
and if they say, "No way," and we have to do it, are we in fact 
not reducing our ability to compete on a successful scale 
economically? 

THE CHAIRMAN: Do you have any comment on that? 

MRsOJAiy = INOG sir. 

THE CHAIRMAN: Mr. Hennessy. 

MR.HENNESSY: I just have a question. Everybody has 
been discussing it, and I hear it, back and forth, different people 
come in .... you sat today in the audience and heard the Chairman 
read a statement -- whether it is political or not -- where he 
came out and said that if free trade does come out, it will be 
the loss of possibly one million jobs or seven per cent of the work 
force. You mentioned freer trade. Have you got any feelings on 
that,castan individual? We sort of get into a vacuumsebeang 
political, and sometimes you carry your flag, sometimes you don't. 
I would like to know what your opinion is, sitting in the audience, 
when you heard a statement of that nature? 

MR. OJA: I would agree that freertrade would 


increase unemployment in the short run. I don't know whether 
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that cost can be justifiable at this time. 

MR.HENNESSY: If we don't go for free €rade. will 
unemployment increase or decrease? Would you have an idea? 

MR. OJA: Well, I don't know whether it would increase 
or decrease, but it certainly wouldn't increase as dramatically as 
it would under the implementation of free trade. 

MR. HENNESSY: And then in the long run -- 

MR. TAYLOR: Excuse me just a minute. 

Assuming present conditions and no unilateral 
aACLLONVONn=thne part) of the U.co,.,- in terms’ of *protectionasme 

Mie Ovi: Assuming that nothing changes? 

MR.» JAYUOR: = ves" Is that a safe assumption I 
guess is what I'm asking you? 

MR.OJA: Assuming nothing changes right now, I 
propose that I did not have a prediction on whether unemployment 
would increase or decrease. However, if free trade was brought 
into effect, I feel that unemployment would definitely increase. 

MR. SAYLOR: (Enethe "short terms 

MRsOIk “inecnie.Sionteterm=pertOd.6 elt (OUrsaba ll TLy 
to compete with the American labour force, the American infra- 
structure, as far as transportation systems go, American 
technology, if we could keep up, perhaps employment would increase 
iMeches long Lun. Ute ine cme, SHOrt=1Un, = INemy Opin on, wocminice Ly 
there would be an increase in unemployment. 


MR. HENNESSY: Just another question. Let's Say, 
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on the other hand, we pull out and say we are not going for free 
trade and it is more or less a trade war, to some extent, would 
our employment increase or decrease or would the United States 
be. toousmart for usyin-thelong. run, «would. we,swin,or lose in that 
kind of battle? 

MR OdAs ent Cant teSay,. 

THE CHAIRMAN: I have been advised, if you don't 
know, it is best to say nothing, but I think that maybe this seven 
per cent figure that is being thrown around, is the Harris and 
Cox study that we had reference to earlier. But I don't know 
for sure. I heard something earlier in the week about that and 
I believe that's what we are talking about. 

Mr. Callanan., 

MR. CALLAHAN: I gather what you are saying too, 
is that in the long run employment will increase, if we have 
free trade? Assuming that Canada is able to compete on all those 
levels you have indicated? You are an economist? 

MReeOdAs: MGS aS bee 

MR. CALLAHAN: As an economist, surely, the rules 
o£ the gameyein terms.ofataxation,.insterms of availability of 
equity capital, as opposed to be socked in the banks, and all 
these other things, have to be looked at by our particular 
government and by Canadians as a whole, as to whether or not they 
are going to be able to, compete in that respect, so that in the 


long run employment will increase? 
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MR. OUJA: One question that comes to my mind is 
are we really opening up a market of 250 million people? DO we 
have the products? Do we have the capacity in our industrial 
system? 

MR. CALLAHAN: In the entrepreneurship and the risk- 
taking and the --? 

MReOJAm RExact line 

MR. CALLAHAN: As I see it, it takes almost a total 
revampingsof the entine way vot thinking of Canadians, in\how?they 
invest their money and certainly we have the excellence we can 
pursue, as witnessed by the arm put in in the space program. 

There is no question we have brains and the ability. It isa 
question of getting Canadians to think in a different fashion. 

MR. OJA: Perhaps we can only have that opportunity 
under some protection of tariffs, at this stage in the game? 

MR;GCALLAHAN: (Andsalso a step on; the part o£ the 
federal government to revamp our entire tax system, to make it 
more in line with the position of the United States? 

MR. OJA: SeGaintmnyfopinvongmagain, BEhenvamiiacarzions 
of this question are widespread. This 2S a big tssuesnowland 
inemy mind, ~Whnet.Ltaaoessis, ralseamanyseothnersbiggebioqjassues. 
Perhaps at this stage it may be premature to consider carte 
blanche laissez-faire. I think a better idea might be to consider 
modifications to the existing system of tariffs and see where 


exactly are the problems. 
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MR. CALLAHAN: So the long and short of what you 
Tare Saying is that the pote ate rush into the immediate change -- 
or immediate discussions on this issue, without some considerable 
amount of investigation and preparation, are a mistake? 

MR.OJAs I think it would be premature at this time. 
An analogy perhaps would be something like the Greyhounds playing 
Oilers for the Stanley Cup and I don"t think our abllity to, compecee 
is that finely tuned at this stage. 

MR.TAYLOR: Again, if lL may, Mx. Chairman, on cha 
point, I think you should be more selective in your response, 
because when you generalize, I think maybe you are not too accurate. 
For instance, I think the wallcovering industry was competing very 
well and the U.S. can't compete with them; just waiting for the day 
to get into that market. What they are afraid of is that they 
are doing so well, they're getting a political response from the 
United States, which may put them out of business there. 

You see, you have to take it industry by industry 
and see. I don't have an inferiority complex. I have a great 
deal of confidence in the business community of our province and 
country, to compete anywhere in the world, if they want to put 
Thee nis eto wee I think we have a great deal of industry that 
Aiea k cancompete. The steel industry is one, right here. 

The alternative is to do what they aredoing now, 
which’ is to spend, I guess Ujterally mitilions or dollars in. trying 


to combat protectionism legislation, which is coming out in the 
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United States. Our lumber industry is another example of that. 
You're running a crisis centre in order to try and maintain the 
status quo, which is a moving target all the time. 

Ssogthat dyputethateto you int responsertosgyour 
general response because again, I think you have to be much more 
selective and when we hear from -- which is only natural -- people 
who may be damaged, and we don't hear as much from people who may 
do very well and are doing very well; and if they are going to do 
better, they don't want to tell anybody, it seems. tT think you 
have to understand maybe some of the psychology of the business 
world. 

MR. OJA: The wallpaper example was an interesting 
one. I think the centre of the target would be manufacturing, 

I think that's where the value added comes in. We have to shake 


our heads a little bit and get away from perhaps lumber and 


perhaps mining and natural resource industries. We have to be 
Carefulathat thosepoletis say,saren*ta--tifieL canguse: thegwordi- 
raped from our economy. Manufacturing seems to be where it is at, 


especially competition-wise. 

MR. TAYLOR: Polysar was another example. Really, 
Qaubrilbliant organization andtvery high on technology, selling 
their technology as well as their products and so on, right around 
the world, and they're not afraid to enter into a world marketplace. 


There are, of Gounse, other industries “as well, thutwagainvi“give 


oi 

you some examples. 

Iedidn't *react and -Iewone react toryour use or 
the term laissez-faire. L°don t wane CoOrget sincord "pnirrosopiiucas 
debate on that one, but I think it had a meaning, at one time, 
that maybe is not as relevant in our modern economic system, and 
free enterprise, I think you even question, I see the psychological 
inverted commas around the words "free enterprise." 

MR. CALLAHAN: I think in fairness, the witness 
was responding to something I said. Until you change the tax 
system and change the approach of Canadians to investment and 
risk “capital --andso Omiv.o. © Ll’ think that ’rs° what "hey was respondime 
to, that it was like the Greyhounds playing the Oilers. 

MR. MACKENZIE: Jim used the example of Polysar 
and what Jim also could say is that while they thought they could 
gain a few additional jobs, they also made it clear in the 
presentation it was $600,000 plus for every job they created. 
Now, $600,000 per job, to expand that particular industry or give 
it that advantage, as a result of free trade, would have to be 
weighed against what we might do in value-added areas in other 
industries. 

MR. TAYLOR: Well - isn “t wc == 

MR.MACKENZIE: -=-- it isn't labour-intensive, so what 
you are getting there is very little for one helluva lot of 
money. 


MR. TAYLOR: Again, they are capital-intensive, but 
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they are very big in research and development, which is something 
that we have to do, and they are prepared to put money into it, 
whitch. F™thnink ls @——-anael “im looking atthe ‘history of the company 
-- probably the reason for their success. 

Another success story is Northern Telecom. I feel 
tremendously confident about the business acumen and the skill of 
our business tcommunity "and? “do not "apologise to. anyone for that, 
and I do not feel like a second rate business person. But that 
is just my view. 

THE CHAIRMAN: Mr. Smith has something? 

Mie oMEPR coe Lec. elit scemay= be ‘COMINGmal. att conea 
different angle, but I'm going to ask you a question and let you 
think about it, maybe. 

You "dont think this is’ a diversionary —=—) donwc 
know -~ plan? Because there is a theory that in a capitalistic 
society of fifty, fifty-five years, you have to-go through a 
washout, anyway? Have you ever thought that this might be a 
diversionary smokescreen. We are going to go through tough times 
anyway and we have to have something to discuss. Did it ever 
Gross’ your mind, that that is what) might be, going onvrihat is Just 
another angle, Mr. Chairman. I could tell you the name of the 
EneCory, out. don.t Know whether... 

THE CHAIRMAN: Did it ever cross your mind? 

MR OA eeNOy 2c 102 ab Crosse Myamina « 


MR.SMITH: It is the Kondratieff theory, anyway. 


94 

THE CHAIRMAN: What's the name of the theory? 

MR.SMITH: The Kondratieff theory. 

THE CHAIRMAN: Any other questions? Thanks yous, 
Mr. Oja, and thank you fomimaking. the .tmip.down, hene:. 

We have appreciated all the presentations, they 
were all high quality presentations, and as I indicated this 
morning, hopefully, after we do our interim report, we will be 
back for more intensive discussions with you; and obviously they 


are going to have to be current to what is going on in the world. 


WHEREUPON THE HEARING ADJOURNED 


CERTIPLED .CORRECT 


Late 


Rosemary Hale, 
Chartered Shorthand Reporter. 


ny tae 





te ave: aanzer'ystoa uy) ta presentations, | they 


, nm rine ‘ a 


went (aT) Pu: iM, gh en pea Bit, ate | is “AndLoated tha 


morn iii. nest si hy gies wi at, mR Sibaiaten EUPG Ely wis wily be, 


rat) 


back ar mom ‘i taniene dase shy * hee MR! ih yoHe and obvdgnely Deiat 


ee going io Beare be by Sts ao tae t athe rh) is elie ert 


‘ 
i rs ; ee 


We ar Te TEA Pel) ADE 


‘ ~~ 
} Le EL fh) i 
at 
‘Tl Fy A 
a i 
Eiht dtint MB REN 
COsetanry Le; 


Chav wurad)  hAert tan Ra way mae ky iy 


ee pana 





SELECT COMMITTEE ON ECONOMIC AFFAIRS 
TRADE REVIEW 
SEPTEMBER 30, L985 


sitting 


ae RABY 






OCT 1451985 


SELECT COMMITTEE ON ECONOMIC AFFAIRS 


CHAIRMAN: Cooke, D. R. (Kitchener L) 
VICE-CHAIRMAN: McGuigan, J. F. (Kent-Elgin L) 
Bennett, Cc. FY. (Ottawa South PC) 
Cordiano, J. (Downsview L) 

Ferraro, R. E. (Wellington South L) 
Knight, D. S. (Halton-Burlington L) 
Mackenzie, R. W. (Hamilton East NDP) 
MceFadden;..D.: J. (Eglinton PC) 
Morin-Strom, K. (Sault Ste. Marie NDP) 
Stephenson, B. M. (York Mills PC) 

Tay Lory: J. “Ay (Prince. Bdward=Gennox) PC) 


Substitutions: 
Brandt, A. S. (Sarnia PC) for Miss Stephenson 
Hennessy, M. (Fort William PC) for Mr. Bennett 


Clerk VAr notte. ntDs 
Start: t 
Traficante, F., Research Officer, Legislative Research Service 


From the Ministry of Industry, Trade and Technology: 

Barrows, D. J., Director, Planning and Priorities Secretariat 
MacDonnell, G., Deputy Minister 

Wallace, P., Executive Assistant to the Deputy Minister 


LEGISLATIVE ASSEMBLY OF ONTARIO 
SELECT COMMITTEE ON ECONOMIC AFFAIRS 
Monday, September 30, 1985 
The committee met at 10:13 a.m. in committee room l. 


ONTARIO TRADE REVIEW 
(cont inued) 





Mr. Chairman: I think we can get started. 1 hope you 

have all had a good weekend, I have just spent three and a half 
hours getting here. Via Rail got me as far as Brampton and gave 
mp, so Il will go back to cars. 


. Mp etaylors (Bhatiis goodetomithesrecord «Mr: Chairman. 
mine transcript goes to the Via Rail people. 


Mr. Chairman: This morning the members of the committee 

who have been with us right from the beginning will recall that 
our very first witness back in mid-July was the Deputy Minister of 
Industry, Trade and Technology, Mr. George MacDonell. At that time 
he gave us an overview and a brief on some of the problems, the 
trade situation as Canada was placed in the world and as Ontario 
was placed in the world and, in particular, Ontario figures. 


We asked him a number of questions concerning the 
‘interprovincial trade situation and the General Agreement on 
Tariffs and Trade. A number of our questions at that time were 
based on less knowledge than we have today, Mr. MacDonnell, but we 
are still very grateful that you have agreed to come back and be 
specific in some of those areas. In fact, the ministry has 
continued to work in those areas over the course of the last two 
and a half months. Mr. MacDonell, if you would like to take over. 


MINISTRY OF INDUSTRY, TRADE AND TECHNOLOGY 


Mr. MacDonell: Mr. Chairman, ladies and gentlemen, with 
your permission I would like to ask Mr. David Barrows, director of 
policies and priorities for the Ministry of Industry, Trade and 
Technology to give you a presentation we have prepared on the 
relationship between the United States and Canada and the trade 
that exists between us. I think it will lead to a series of 
questions as the implications of some of these-- 


Mr. Chairman: There is a problem with your voice, Mr. 
MacDonnell. I wonder whether you could sit down. 


Me. Maedone ll: Biiawill sat idown, Mr. Chairmanssif-;ib is 
agreeable with you, I will ask Mr. Barrows to go ahead with his 
mpresentation. 


Mc Tebanronwe aid Saitebeséeert bliuvsit- down? 


Me. Chiaimnanst Yesie it cis< 


E-2 


Mr. MacDonell: Would you like the lights dimmed, Mr. 
Chairman? 


Mr. Chairman: Yes, please. 


Mr. Barrows: We have done an overhead presentation I 
would like to take you through that tries to address some of the 
questions raised when the deputy minister appeared before you a 
couple of months ago. I have my colleague, John Brady, manager of 
the trade policy section with the ministry, to answer questions 
you might have as we go along or when the presentation is 
completed. 


We are entitling this presentation Canada-United States Free 
Trade: An Ontario Perspective because of the critical importance 
of the nature of our relationship and the recent statement by the 
Prime Minister. 


The first section we will look at is the importance for 
Ontario of a potential bilateral trade agreement between Canada 
and the United States. When we look at the data, we find that 
Ontario accounts for by far the largest proportion of Canada's 
manufacturing employment. In 1984, about 49 per cent of Canada's 
employment in maufacturing was located in the province. That 
accounted for more than 51 per cent of total manufacturing sales. 


Whatever happens in a bilateral agreement will be 
particularly important for this province, especially in terms of 
the manufacturing sector. When we look at the impact in terms of 
output, total employment and manufacturing employment, we see the 
great importance of manufacturing exports for Ontario. That 
accounts for about 40 per cent of gross provincial product and 25 
per cent of provincial employment, or about one million jobs and 
almost half the jobs in the manufacturing sector. 


Mr. Taylor: That is 40 per cent. 
Mr.) Barrows: It; is 40. peracentWot thegprovinetal product: 


Mr. Taylor: Is that about 30 per cent federally? I am 
trying to get these figures straight. As you know, we ran into 
them in our sojourn last week. I want to clarify the percentage of 
gross national product and the percentage of gross provincial 
product. I was verifying whether it was about 30 per cent GNP and 
40 per cent GPP exported. Could you clarify that for the record? 


Mr. Barrows: I believe it is 40 per cent provincially 
and the federal figure is about 30 per cent. An examination of 
Ontario's export markets-- 

Mr. McFadden: Go back to the previous slide, please. 

Mr. Taylor: Incidentally, there was some confusion on 
the other point; at least I missed some information. What is the 
figure for the US as a percentage of its gross national product? 


Mr. MacDonell: It is approximately 10 per cent. 
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Mr. Taylor: That was my understanding as well. I was 


| given a figure of 20 per cent at the hearings in Sault Ste. Marie. 
I remember I volunteered the 10 per cent figure and somebody came 


back with 20 per cent, which pointed out the importance of trade 
to us compared to their gross national product. 


Mr. MacDonell: Traditionally, it has been 10 per cent. 


Because of the high value of their dollar, it probably declined in 
~1984-85 to something like nine per cent. 


mi: 20 a.n 


Mr. Chairman: I wonder whether Mr. Taylor and Mr. 


“McFadden could join Mr. Brandt over here. 


Mr. Brandt: Is that necessary? 

Mr. Taylor: From our point of view we are hoping not. 
Mr. Brandt: My sentiments exactly. | 
Mr. Chairman: Mr. McFadden, do you have a question? 


Mr. McFadden: I have a query on the next slide. Are you 


Msaying under “other” that no other has one per cent, or are you 
just highlighting our major areas? In other words, the five per 
‘cent “other'' is a whole bunch of small sales in different places. 
Wes that right? 


ipewetaclOnell-. ves. tiateis COrrect.. 
Mr. Brandt: None of that equals one per cent. 
Mr. MacDonell: No. 


Mr. Barrows: In terms of US exports to Canada, you can 
Bee that, by and large, they come through Ontario. This is based 


'on province-of-clearance status, so not all that 7/73 per cent stays 


Mawithin Ontario. Some of it is trans-shipped to the other 


| provinces. That fact notwithstanding, the bulk of imports into 


this country is made up by the province of Ontario from the US. 


Mr. Brandt: Are there any scientific data to break down 
that figure further to indicate trans-shipments out of Ontario to 
the other nine provinces? 


Mey Bierrows: No. "we Nave nol been able to do that. 


Mre’erapat: f° know it would be very difficult to, do 
that, but this question came up in Kitchener and the chairman will 
mca! thatyiapur sted: ite Thatvparticular figure: creates*an 
Pilusion; It” looksiiasevif) wevare doing far more trade, with the US 
than we really are, but because partial manufacturing or value 
added takes place in Ontario, those shipments come here, the value 
is added, the product is more fully manufactured or completed in 
its manufacturing process and then it may be- shipped to another 
Dart of Canada. 


= 
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That scenario would be far more common through Ontario than 
through any other province, and there was some dispute about that. 
At least I made that point in Kitchener, and I believe the comment 
was made, "There are other products that go to other provinces and 
are shipped back into Ontario.'' I do not dispute that, but I would 
say they are probably relatively small in number. A fairly healthy 
percentage of that 73 per cent would be trans-shipped back out of 
the province for interprovincial trade. 


Mr. Barrows: .diyyoufook-at the;data onasubsidiaries;: 
the majority of them reside in Ontario, so it is probably fair to 
say they would be shipping the product tc Ontario for subsequent 
fabrication and then shipment out. That proposition is probably 
correct, 


In the next section we are looking at a historical overview 
to try to understand the nature of the trading relationship and 
the options available to us. If we look at the volume of trade 
between the two jurisdictions, we see that since the 19/0s the 
volume of trade has taken off very substantially. In recent years, 
particularly with the decline in the value of the Canadian dollar, 
we find Canada experiencing a healthy surplus with the United 
States.of about «616.6 25a Piion® im. 1964. 


As we said before in your committee, this does not 
necessarily translate into very many direct jobs, in the sense 
that a lot of our exports are raw materials in a very unfinished 
state. That fact notwithstanding, we have one of the major balance 
of payments surpluses with the United States at this time. 


Mr. Taylor: Does that take into consideration 


(inaudible)? 


Mr. Barrows: As well as they can be captured in those 
numbers, yes. 


Mr. Taylor: So we are talking net here. 

Mr. Bancows.= ves. 

Mr. Taylor: It is something (inaudible) even out a 
little bit more when you take into account other items, such as 
services, financial institutions, interest payments, loans; 
anything like that. 

Mr. Chairman: It might even be a negative figure. 

Interjection: But that is not the case. 

_ Mr. Barrows: These are the goods and services as defined 
in the two-way trading relationship. But you do get into royalty 
and dividend payments, which would not be captured in those 
numbers in terms of the net flow of moneys back and forth. 


Mr. Brandt; /fhat is) asnetatlowsaouthorsOnteario-: 


Mr. Biarrows:e Ofecourse. 


E-5 


Mr. Chairman: The figure some Americans were throwing 


around is $20 billion but they may not be taking some of those 


‘things into consideration. 


Mr. Cordiano: Do you have figures relating to what 
foreign subsidiaries are doing in terms of exporting to the US, 
for example, American subsidiaries? Do we have data relating to 
the total amount of exports that are going to the United States 
from these subsidiaries? 


Mr. Barrows: We have a subsequent chart that will give 


you some indication of what we call managed trade. That is the 


| 
| 


trade between subsidiaries, which is quite high, particularly when 


you take into account the automotive trade agreement. We do not 


have specific data. You have to do a special study on that. 


We have done an analysis of 600 subsidiaries in Ontario and 
we find that more than 60 per cent of them do not have an export 
mandate at all, to the United States or to any other jurisdiction. 
You tend to find that US subsidiaries in particular, by and large, 
have no export mandate. They are primarily here to service the 
Canadian market. 


Mr. Cordiano: As a percentage of our gross provincial 
product what do the subsidiaries account for with respect to that 
total percentage of output? 


Mr. Barrows: It is 49 per cent of manufactured output. 


Me .PKniehts~ This» is®ansiinterest ing slide, in» thateit 
looks as if we have cracked--from the beginning of your slide in 
the 1950s right through to 1980 exports and imports have an equal 
balance, but in 1980 that spread seems to have started. Can you 
identify anything specifically as far as trade or industrial 
Betivity is’concerned’ to account for that? Could it be in large 
part or solely because of the currency valuations? 


Mr. Barrows: There are two things. One is the currency 
divergence. We had a substantial devaluation. The other thing is 
the US did not have anywhere near the recession we did in the 
1980s. So you see, for example, the inputs falling off 
dramatically. That is a function of the severe decline we had in 
industrial production. We stopped buying machine tools, we stopped 
buying computers, we stopped buying a lot of things that we tend 
to import from the United States. 


At the same time, with the Reagan tax cuts in the early 
£930s,as therUS economy. took off and that. country started to 
import more from us,. you begin to see that divergence between 
exports and imports. It is a combination of the two things, the 
depth of our recession while their economy took off quicker and 
ehevitact that wei had devaluation of our currency. 


Mcs OkKnieht:) Tolwhats extentt could iyoussee that divergence 
in the export-import balance come back with the efforts the US 
appears now to be engaged in to bring down its dollar? 


Mr. Barrows: In some of the work we have seen the value 
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of the Canadian currency is very important for our export 
capacity. If we were to see a closing of that gap, we anticipate 
that the gap between exports and imports would close. 


As well, as George whispered to me just now, a good deal of 
that is in the automotive sector where, quite frankly, with a 
whole series of fortunate events, such as us producing big cars, 
there was a significant demand for automobiles produced in Ontario 
and Canada. The automotive industry is a cyclical industry and is 
likely to go through another major cycle which will affect that. 
The auto industry is also going through some very significant 
structural changes as an industry and we are not sure we will be 
able to maintain that level of export performance. 


There are a number of factors that would tend to bring those 
two lines together over time. 


Mran Knieht.9 Half,” perhaps, as ‘far fas ictrrencysvabuation 
is concerned? Do you have a feel for what impact that would have? 


Mr. Barrows: It is hard to disaggregate and say one is 
more important than the other but I think you will see, between 
the automotive sector and the change in currency valuation, the 


thing closing up. 
LO2S Ogata, 


Mr. Brandt: A good part of the line that is now 
Separating it is due to the auto pact. Could you identify some 
other industries that are winning at the moment as a result of the 
lower value of our currency or whatever factors enter into that? 
Although the auto pact may be the central factor driving the 
export line up so high as rapidly as it is, do we have other 
winners you could identify that we have been on a roll with? 


Mr. Barrows: Yes. Our trade has gone up by about 28 per 
cent with the United States in the last year. We have had a 
Significant increase in import penetration into their market. 
There are a number of sectors. 1 do not have the data in front of 
me. They include telecommunications, office equipment, aircraft 
and some plastics. We could provide the specific commodities for 
you. 


Mr. MacDonell: I can help you there. As David said, we 
nave been growing in things such as telecommunications, scientific 
and professional equipment, office and store machinery--that is, 
computerized, high-technology stuff--pharmaceuticals and 
medicines. Aircraft have done extremely well. On a much smaller 
scale, consumer products have done well too, all sorts of things 
which have been affected by the rising standard of living in the 
United States with a booming economy and some of the expertise we 
have in things such as pleasure boats. The big numbers are firms 
such as Northern Telecom. 


Mr. Brandt: Looking at it from the American perspective 
for a moment, normally when there is an aggravation with respect 
to bilateral trade, it occurs in sectors where the other guy has 
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| an advantage or is beating up your market. Then your domestic 
_manufacturer indicates there is an unfair situation developing as 
it relates to telecommunications or aircraft, and he will go right 
down the list. You are obviously penetrating that market. 





| I raise the question because, if there were an increase in 

| protectionist policy on the part of the United States, I was 

listening very carefully to see if you would mention 

transportation equipment. One of the sectors hit hard with 

preferential buying policies in the United States at the moment is 
the transportation sector. Buses are an example, subway cars, the 

kinds of things we produce and manufacture very well in this 

province. If there are going to be problems with access to the 
_United States market, it will be in some of the areas where we now 
have an advantage, perceived or otherwise, where we are able to 

| penetrate their market very effectively. 


Mr. MacDonell: We will present you with another chart 
dealing with your issue by showing you the export, import and 
| deficit in trade in the three technology sectors, high, mediun, 
| and low. Hold that question until we get to the chart and then 
‘raise it again. 


Mr. Chairman: May I ask a question for clarification? 
You indicated pleasure boats as an area which is benefiting now, 
particularly in the last few years. 


Mr. MacDonell: Yes. I picked that to come down off the 
very heavy industrial, We have niches where we do very well. 
| Pleasure boats is one in which we are doing well at the present 
time. The volume is small, but it is widespread, not just the 
major firms and technologies. Some of our growth is in interesting 
niches where we have expertise. 


| Mr. Chairman: That is not just displacing imports. That 
Mes exporting that is going on? 


Mr. MacDonell: Yes. That is export. 


Mr. Chairman: I understood some members of that industry 
were concerned they could suffer severely with the opening of the 
border. 


Mr. MacDonell: Yes. They are primarily concerned with 
big motor cruisers. When I said pleasure boats, I should have said 
Sailing pleasure boats, where we have some special techniques. 


Mr. Barrows: Again, we are looking at Ontario trade with 
the United States. Historically, that has been in imbalance with 
imports exceeding the exports. Now that gap has closed. We are in 
balance primarily because of the significant increase in 
automotive exports. 


Historically, the United States has been a very important 
lemarket for Ontario and Canada. Since 1965 that relative importance 
has increased to the extent now that 90 per cent of Ontario's 
[exports are sent to the United States; it is about /5 per cent for 
Canada. Our export proportion exceeds that for the country. 
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We would like to talk about the current situation and some 
of the factors involved. If we look at our value of two-way trade 
with the UnitedMStates?  Canadavs' value .exceeds/$150"bDT i 2ion 
annually, and Ontario's value of two-way trade with the United 
States tis close toublo0 ebidliony eit (iswa Very sienibicans anoGgut 
of money between the two jurisdictions. 


Interestingly, when we look at the data, we find no two 
countries experiencing anywhere near the volume of trade as that 
between Canada and the United States and Ontario and the United 
States. According to the data, the trade between Ontario and the 
United States is almost as large as that between the United States 
and Japan. It is a very significant component for both 
jurisdictions and it is of a great deal of importance to both the 
United States and Canada. 


If we look at major markets--this gets at some of the 
questions taised earlier--we find the United States market is much 
less dependent upon Canada than vice versa. If we look to the 
bottom, we will see that while the United States sends the 
majority of its exports to Canada, the United States has a much 
more diversified export market. 


The Canadian market is much more dependent upon selling to 
the United States. If we look at the relative proportions of gross 
national product generated by exports, as we indicated earlier, 
the figure is much smaller for the United States. They are much 
less dependent upon their export capacity than Canada is. Canada 
is much more dependent upon exports and much more dependent on the 
US market. 


Trying to get job data is always a very difficult thing to 
do, but it appears that in Ontario about one million direct jobs 
are generated by our trade with the United States and 
approximately 700,000 jobs for the rest of Canada. Some estimates 
from the Bureau of Labour Statistics in the United States would 
Suggest that about two million jobs in the United States are 
dependent upon trade with Canada. 


The figure is higher for the United States, even though 
their absolute volume is less because of the higher value-added 
component of what they sell to us. When the United States sells us 
products, it usually has a higher direct labour component because 
it is selling us finished products, such as computers and other 
kinds of things, whereas Canada, and to some extent Ontario, is 
exporting semi-finished and unfinished products. 


To summarize, we have a much larger trading relationship. 
The trade between the two countries affects a wide range of 
industries in both nations. There is a significant impact upon 
employment, and there is a broad range of forces--geography, 
institutional relationships--which have affected the trade between 
Canada and Ontario and the United States today. 


LO340) asm 


We would like to look now at the trade barriers and 
impediments to trade as we see them. As you are no doubt aware as 
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a tesult of the other presentations, there have been significant 


tariff reductions, and those will continue to 1987 as a result of 
the last Tokyo round of the General Agreement on Tariffs and 


Trade, such that the percentage of duty-free trade of Canadian 
exports to the United States is about 80 per cent and US exports 


to Canada are about 65 per cent, completely duty-free in both 


jmairections. 


That fact notwithstanding, there are still some American 
tariffs which are reasonably high in areas such as chemicals and 
telecommunications, but by and large tariffs do not appear to be 
the major issue now with respect to access to the US market. 


Regarding the question raised by the member a few minutes ago, in 


discussions with industry, the primary concern is that, if the 
exchange rate were to change dramaticatically, it would dwarf any 
change in tariff rates. Dropping tariffs from seven to four per 
cent for chemicals is really not the issue; it is one of exchange 


merates at this time. 


Mr. Brandteindicated lthere areia numberof /nontariff 


| barriers facing Ontario industries in America--the Surface 
Transportation Assistance Act, health and safety standards, 


defence sourcing, etc. One would not want to minimize the 
importance of these things, but I think it is significant to note 


that in the total volume of US-Canada trade, which exceeds $150 
billion, these are relatively minor irritants in comparison to the 


huge volumes going back and forth between both jurisdictions. 


By and large, not an awful lot of our trade at this point is 
heavily affected by these nontariff barriers. That is not to 


minimize their importance to certain selected industries and not 


to say they are not important, but I think they should be taken 
within the total context of the volume of trade between the two 
jurisdictions. 


Mr. Brandt: Have you been able even to begin to quantify 


that number? As an example, as I understand it and my numbers 


could be off a bit, something like 30 states have a buy-America 
program as it relates to transportation. That is more than half of 
the states. It effectively means you cannot sell a piece of 


| equipment. No matter what the price, tariffs or dollar 


relationship are, you simply cannot sell into that market. The 
door is totally and completely closed. That being the situation, 
do we have any idea how much trade we are losing as a result of 
either preferential purchasing programs or any of the others you 
Baye on thewlisct there?édsidt  billdionssofsdollars?2Wouldsit? be, 103 
25, 30 per cent of our total export volume, or do we have any 
handle on that at all? 


Mr. Barrows: We were looking at rough estimates of about 
one per cent of the volume of the two-way trade between the two 
jurisdictions. It is hard to measure what you have missed in that 
context. 


Mr. Brandt: That is right, because these are all sales 
you do not have-- 


Me. oBartowstmExacthy « 
Mr. Brandt: --or that you have not been able to make. 


Mr. Barrows: Of course, you have had your own meetings 
withethe industriess but? Bombarddereine?? and the? Urban 
Transportation Development Corp. have exhibited some capacity to 
penetrate the US market. Mind you, it has necessitated setting up 
facilities in the United States in order to get certain US content 
in their products. Presumably, it has diverted some investment 
from Canada to the United States. It is hard to know the volume 
you have lost. It appears to be a significant number but not 
enormous in comparison to the value of the two-way trade between 
the two jurisdictions. 


Mr. Brandt: One of the reasons there has been some 
discussion about even entering negotiations with the United States 
is*thesdinctease invnontarift barriers. 


Mr. Barrows: “Yes 


Mr.« Brandt: @igiami trying!) to get ievensdjustoa basics! 
fundamental handle on what that number might be, because if it is 
as low as one per cent, then perhaps it is not as significant as 
some are making it out to be. If it starts to get up around 10 or 
15 per cent, then we may well be getting into a crisis, 
particularly if it grows and continues to act as an impediment to 

ccess to the American market. 


Mr. MacDonell: In fact, we have made a study of the 
major American acts that have been institutionalized to protect | 
their market. I think the number was something like 152, of which 
eight affected Ontario, and today I think four of those are now in 
effect. When you add to that the fact that our exports to the 
United States, as David mentioned, rose by 28 per cent last year, 
and when you look at what is an estimate of one per cent of our 
exports being affected by the four barriers to us at the moment, 
it would seem that protectionism is something in the future rather 
than something that exists today. As David said, the relationship 
of these in the total volume of trade is a very small irritant. 


Mr. Taylor: Excuse me. That is interesting. You have 
done an analysis then of all the bills that are in Congress? 


Mr. MacDonell: We did not do an analysis of the bills 
themselves, but we counted the number. John, can you help me out 
with this? We went back since the last Tokyo round and looked at 
wnat has actually happened to Ontario by countervail and other 
institutionalized attempts at market protection of the United 
States. I think the only ones still in force, although we were 
affected by eight, are down to four. 


Mr. Barrows: We were looking at a particular period in 
which 662 US petitions for import protection were filed. of these, 
44 were related to imports from Canada; only eight of these 
resulted in US protectionist measures; and less than four per cent 
of these measures still apply today. 
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This is for a historical time period. We have not done an 


-analysis of the 300 bills that are currently under review in 


Congress. Without question they could have a very significant 
impact on our exports. 


Mrs Taylors \Again, as MreeMacDonell: said; \that»is the 
future. 


Mr. BarTows s2Yer¢ 


Mr. Taylor: Here you are dealing not necessarily with 


pills or legislation. 


Mr. MacDonell: With actual impediments. 
Moet bay honeey esi: ’ 
Mr. MacDonell: Things that bear on us under US law today. 


Mr. McFadden: This finding could also be quite 


consistent with what the lawyers in Washington told us about 


dealing with the American government. You may recall that they 
said there really was not much in the way of barriers to 
Canadians; they were basically treated the same way. One of the 


lawyers whom we met us gave us that information, and that seems to 
be consistent with exactly what you are saying:.While there is a 
plot of talk about it, it does not seem to be a major barrier at 


this time. 


Mr. Brandt: It keeps getting vetoed at the President's 


_ office; that isitenehotntherreasons: Heawillsnot! allowvas lotiot 


those protectionist bills to go through. He has indicated publicly 
that if a bill comes out of Congress calling for protectionist 


measures, because he is a free trader, he will veto it. 


As long as that President is in that position with that 


attitude towards free trade, it is in all probability going to 


continue to follow the current course of events, which is a 
limited protectionist barrier on the American side. I do not know 
whether a change in government or a change in President would 


malter that, but it very well could. 


Mr. Barrows: The key question here is one of risk 


-analysis. If you are doing an evaluation of a project that, let us 
say, has a five-year payback and you are just not certain what 
kind of thing is going to be in place over five years, that may 


enter into your calculation of whether you make that investment in 
Ontario or Canada. But as things stand now, the degree of irritant 
is relatively minor, considering the enormous volume of trade 
between the two jurisdictions. 


f00:50 p.m. 


Concerning our trading relationship with the United States 


and with other jurisdictions, we think that while access is 


important and it is important to be able to enter the market, the 


key to all of this is really competitiveness. If we do not have 
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competitive products, then access to the Unitec States or to any 
other market is nice, but it really is not a very effective 
component. 


We would like to talk to you for a moment about 
competitiveness and our understanding of where we are with respect 
to our international competitiveness. When we look at the data, 
they suggest that Canada is a very small jurisdiction and does not 
necessarily have access to a major market. I think one can also 
turn those data around and say, "Because we are a medium-sized 
economic power, it is incumbent upon us to make sure we are 
internationally competitive in nearly ali those export markets." 
Having said that, free trade or freer trade with the United States 
may be one way of achieving that competitiveness, but there is a 
whole range of other ways of achieving international 
competitiveness as well. 


For example, if we look at the data in terms of our 
productivity in manufacturing growth, annual average percentage 
change over the period 19/73 to 1984, we see that Canada has one of 
the poorest records in productivity performance. It must be 
understood that both the United States and Canada start from a 
relatively high base; so one would not necessarily expect the same 
large percentage rates of change. 


That fact notwithstanding, we start to see a closing of the 
gap in terms of absolute output per capita, with the Japanese now 
having caught us and being on the way to surpassing both us and 
the United States. The plain fact is that we have not had in the 
recent past a very good record in productivity performance and 
that has affected our ability to compete internationally. 


Mr. McFadden: Do we actually have the gross figure on 
output per hour as opposed to the increase? Do we actually have a 
figure that would indicate the average output per hour of the 
average worker? Is that in your slides? 


Mr. Barrows: ? ltjusmnotihere, but» weswililemakes that 
available. 


Mr... McFadden: “think sthat would. betmucefite 


Mr. Barrows: This chart provides only one measure of the 
extent or the cause of the problem. We are looking at the use of 
programmable robots in terms of 10,000 employees in manufacturing. 
We see significantly higher numbers for Japan, Sweden, West 
Germany and France. Canada tends to rank well down towards the 
bottom in the use of robots as of 1984. If we were to go out and 
find where those robots are in Canada, they would be, by and 
large, in the automotive industry. You will find them primarily in 
Oshawa, St. Thomas and Windsor. That is where we use robots. 


When we look at how robots are used in Japan, we see them in 
a wide range of industry sectors. They use them in textiles, 
clothing and plastics. As 1 say, we tend to use them primarily in 
the automotive industry. Robots are only one example of a whole 
range of technologies, such as computer-driven machines. If we 
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could show you any of those charts, Canada lacks significantly in 


the use of those new technologies. 


Mr. Brandt: What is the real definition of a robot? At 
what point does a piece of automated equipment become a robot? I 


have seen a great deal of automated equipment that looks robotic 


in the sense of what it does. When does the terminology change to 
make it a robot? There must be a fine point that identifies it. 


Mzsobacrows: ytheresasimedefinit ionr~Ihthinkzits hasetoxdo 


with being programmable and having a mobile arm. I can get you a 
_better definition than that. 


Mr. Brandt: As an example, the shoe industry in the 


chairman's riding now is looking at CAD/CAM, computer-aided design 


and computer-aided manufacturing, with the actual style of the 
shoe being cut by laser as opposed to a knife or saw arrangement. 
Would that qualify as a robot because it is completely automated? 


Mr. MacDonell: We have been caught off guard with our 


mdefinitions down. We have done some work on this. 


Mr. Brandt: I would hate to see you with your 


definitions down. It is not becoming of you. 





Mr. MacDonell: I cannot recall now, but it is a question 
of the function and, as Mr. Barrows said, of how programmable it 
as. Let us get back to you on that. I think it will be very 
interesting to see what a true robot is as opposed to an automated 


or mechanized piece of equipment, which is very common to most 


Bactories in Ontardao: 


Mr. Ferraro: Do you have a historical chart of that 


aspect based on years? 


Mr. Barrows: The thing with robots is that they are a 
telatively recent phenomenon. We can go back and give you data on 
numerically controlled machining, for example, which has a longer 
history. Again, the data are quite consistent. In terms of what 
Mr. Brandt was talking about, what we are really looking at is a 
whole range of programmable, computer-driven technologies. He is 
talking about ways of cutting. That is computer driven technology, 
mot robotics. . 


Robotics, issauparticu lara formgofe thatsgwheres theres isea 
movable arm. The most common use, for example, is in a 
pick-and-place robot where the material is fed in and the robot 
Picks? ity upvandsplacessdteiin’ at particulareadecation. 


Mr. Ferraro: I am trying to get a sense of how quickly 
this robotic transition is taking place in our country and others. 
Even from 1983, would there be significant changes aside from the 
definition? 


Mr. Barrows: From 1983 there would not be any 
significant change. The number of robots has increased 
substantially in all countries, but our place has remained 
relatively the same. 
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Mr. Ferraro: And that is through the whole range of 


technologies. 


Mr. Wallace: This data is drawn from the annual Robotics 
Institute of America survey provided by a number of manufacturing 
employees. As we were saying, a robot is programmable and has an 
arm so that it can pick and place, spray paint, arc weld and 
perform very few other functions. 


Mr. Brandt: What about cutting a piece of metal? 


Mr. Wallace: It depends on the type of cutting. A laser 
that does not move and cuts the sheet metal that passes through it 
would not be a robotics device unless it went through and traced 
the pattern of the metal as the metal was held. 


Mr. Brandt: In auto parts manufacturing, where an arm 
and/or a cutting tool comes down, totally programmed through a 
computer and cuts out the piece, which is then moved from there-- 


Mr<s Ferraross To thevmachine. 


Mr. Brandt: Yes. It is a very precise piece of 
machinery, a transmission part or something. I have seen some of 
this machinery, which looks as if it could be, by way of a broader 
definition, robotic. When you are looking at robots, you are 
talking about moving into the world of automation and a piece of 
equipment that totally automates a plant. There are some other 
relevant numbers. That is what I am getting at. 


Mr. Barrows: I understand what you are saying. The kind 
of thing you are talking about would fall under the definition of 
a computer numerically controlled machining and cutting to form. 
In those data as well, we lag behind. 


We have significantly increased our utilization of that in 
a whole range of metal-working and other industries, but that fact 
notwithstanding, it is happening much faster in other 
jurisdictions. We will get you those numbers. 


Mr. Brandt: If you are talking about the world of 
automation to improve output, robots are not the only factor that 
goes into the equation. Although we are very low in the field of 
robots and we are lagging behind our other international trading 
partners, we may well be better in another field. I do not know 
that; that is why I am looking for the definition and how strong 
we are. Is there another chart--you have already indicated there 
is not--with respect to automation? 


Mr. Barrows: Not here, but we can get you that. We are 
using much more computer-controlled equipment for a whole range of 
production processes in other areas, but when we look at our : 
compatison internationally we still lag in whatever definition you 


use. The kind of machinery and equipment you are talking about is 
just one of them. 


Mt. Mackenzdetsin’ terms*ofoun/ tT ating "onl that’ chert Vand 
Our rating on the previous chart that showed a lower productivity 
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increase than some of the other nations, how much of that is the 


| tesult of our branch-plant type of an operation, smaller runs and 


access only to a Canadian market? I must confess I am influenced 


| by the SKF experience before the select committee on shutdowns. 


Mr. Barrows: If we look at the data, in some cases we 
are talking about a 20 to 25 per cent productivity gap between the 
United States and Canada. Some of that is attributable to the 
small market and the fact that we have both multinationals and 
Canadian-owned firms producing solely for this market. Because of 
its size and because of the variety we Lequire ‘whichis Ss imi lat 
to that of the United States, we get those productivity 
mifferentials. 


Mr. Mackenzie: But we also have some tendency to skewer 
the figures here. 


Mr. Barrows: There is no question about it. 
bl a.m. 


If we then go on and look at the other part of the 
innovation equation, which is the development of new products in 
Canada, with respect to research and development expenditures, 
again we find Canada lags significantly behind other trading 
nations. We are not spending a lot of time in the upfront part of 
the research and development cycle. We are really not heavily 
involved in the development of new products in this jurisdiction. 


Mr. Mackenzie: Does the same reasoning apply there? 


Mr. Barrows: Again, there are small and medium-sized 
Canadian firms which have historically looked at the domestic 
market. As a result, they have not been necessarily involved in a 
lot of new product development. This does not apply to all of 
them, but many multinationals have a mandate to replicate what the 


parent is developing in the United States or offshore. 


Mr. Mackenzie: Once again, a number of firms which have 
appeared before this committee were not doing any research and 
development simply on that basis. 


Mr. MacDonell: One measure of our innovation capability 
is to look at the number of firms in the consulting field that are 


‘full-time, new product development specialists working as 


consultants to management. In the last five years, from 


discussions with the surviving members of the industry, they have 


Virtually disappeared because the innovation process is not being 
conducted in Canada to the extent it was. We have a very small 
market now for the kind of design engineering and new product 
development those engineering firms brought to bear. 


Mr. lIpanrowseantanalby»plsthink siti isigoodi tospeaimtaout 
that a resource-based economy tends to have less research and 
development than one heavily into consumer products and those 
kinds of things. 
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Mt. McFadden: This) isa ‘typicabolise of “industriabized 
countries. I am curious to know if there are any figures with 
regard to, say, Taiwan, Korea, Hong Kong and Singapore and what 
they typically would be doing in research and development 
expenditures. Do they license or steal technologies, or are they 
also doing much in this area? Do we have figures on what the 
percentage of their gross national product would be on research 
and development? 


Mr. Wallace: These figures are drawn from the 
Organization for Economic Co-operation and Development. Those 
countries are not generally members. I have never seen data on 
that. My understanding is that expenditures as a percentage of 
national output would be substantially lower. 


Mr. MacDonell: They are much more concerned with new 
product and product development, that is, taking the basic concept 
and using the advantage of their low wage rates. I believe Mr. 
Wallace is right. We will look for those figures, but we have not 
considered that because we have not been tied into that type of 
competitor. 


I think you will find that, especially in the past decades, 
they have really seized, not on developing the products so much, 
but manufacturing them at a high quality, low cost. The 
videocassette recorder and the television set would be good 
examples. 


Mr. Barrows: It is hard to generalize, but if you use 
Japan as a model, it basically started by copying other people's 
technologies and trying to refine them. Having done that, to a 
great extent they now seem to be moving into the research and 
development phase. Whether Korea or Taiwan will follow that model 
is uncertain at this time. However, it has been the Japanese 
approach to copy other people's technologies, then try to build 
from there to develop their own. 


Mr. McFadden: This is probably not in your purview. 
However, do we have an indication, for example, with the 
patentable processes being used, when they go into manufacturing 
something, how much they are prepared to enter into licencing 


agreements and pay royalties and how much of it essentially is a 
theft of processes? 


I know this is a major problem in the patent and trademark 
area. I am curious to know if there is any information, perhaps 
not figures per se, but any indication from your dealings as to 
what is happening there. Very clearly, it is a potential revenue 
source for a lot of companies. 


As I understand it, in Hong Kong in particular, where I have 
run into this in my own practice, theft is the order of the day. 
If they can grab somebody's process, whatever it is, and then 
replicate it, °they *will@do®rtewithoutepay ing any@royaledesvaeealas 
By the time you track them down, they have relocated somewhere 
else and you have to chase them all over the Orient. I am curious 
to know how serious a problem that might be in your perception. 


| 
| 


| 
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| Mr. MacDonell: I think Mr. McFadden said something that 

Mes true. All I can add to it: are the stories 1 have heard. 
|However, I think it ties in with your earlier question. That is 
one of the ways in which they have moved so quickly. I do not 
think they have had the industrial base and, until recently, they 
j}did not have the educational systems. I think that is really what 
has happened. Maybe we should see what we can do. Perhaps somebody 
in Ottawa will have some numbers on it. 





Mr. Barrows: We will see if there have been some 
fmenternational studies in that area. 


| Mr. Mackenzie: This is a bit off the line, but do you 
also have any information you can pass on to us as to what the 
results may be of the Japanese major move into the aerospace 
industry now? I understand they have a five-year plan they have 
now put in place in terms of the aerospace industry. 


Mr. MacDonell: I think we can predict one thing. They 


will start out with good technology. They will buy it and then use 
their talent for manufacturing. They will build up a very 


‘ 


high-quality product. They will use their ability for product 
development to improve on it. Above all, they will give a very 
high-quality product at a low cost because of their manufacturing 


capabilities. 1 think that will be their strategy. 


Mr. Mackenzie: I understand they are inviting in United 


‘States companies and using content legislation requirements to 


duplicate things as well. 


Mr. MacDonell: That has pretty well been their process. 
Their pitch will be quality and cost at the manufacturing level. 


Mr. Barrows: The next chart looks at our share of world 
trade over time. As you may be aware, we have experienced a 


substantial decline in our share of world trade over the period 


1970 to 1984, primarily due to a severe lack of competitive 


capability over that time as we became partly displaced from the 


major markets of the world. 


If you look at the data, you will see a rather significant 
rebound for both Ontario and Canada since the early 1980s. As the 


deputy minister indicated, we have had some success in a wide 
itange of sectors, offices and store machinery, for example. 


However, if we look at the data closely, we find that primarily 
the significant increase is as a result of the automotive 
industry. A unique series of events brought the automotive 


industry back with a vengeance. 


Mr. MacDonell: As David said, if we were to take out the 


impact in both charts of the terrific expansion of the automobile 
industry, we would find that this market share position would be 
slightly lower than it was before, indicating that in the 
nonautomobile area, we are not gaining as much as would appear, 
once we take the automobile sector out. 
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Mr. Brandt: Here we have benefited from the ease in the 
oil. crisis as welbsodé, youslookeatethestimesthat ourdtcadenstarted 
to drop, I think» part: ofthat wouldehave\beenydriven bythe 
reduction in the sale of large cars back in the early part of the 
1970s witha the crisasvinienergy shiteing gustvatethatatimer 


There were the lineups at the pumps in the United States 
and the subsequent impact that had on the sale of large cars. It 
would be interesting to see what the public reaction was. If there 
were any polls about the energy crisis, I bet they would follow 
that line rather interestingly. 


blgsL0 fannie 


Mr. Barrows: Yes; What I) would! like to» doito finish up 
the presentation is to have some preliminary discussion with 
regard to the risks and costs of a potential bilateral free trade 
agreement with the United States. 


This is the chart I alluded to earlier in terms of one of 
the questions asked. We have made an estimate that suggests about 
60 per cent of Ontario exports to the United States fall within 
the concept of what you would call managed trade. In other words, 
this is trade governed by institutional factors, such as the 
automotive agreement, the defence-production-sharing agreement and 
intercorporate shipments between parent and subsidiary. Only about 
40 per cent of our exports are freely traded, as economists would 
define that concept. 


Therefore, because of the significant nature of the trade 
that. is inst itutdonaliz ed) hits di Sfi cule itor tone) up) wees 
precise and accurate impact of what a bilateral free trade 
agreement would do between Canada and the United States. Would 
more happen on under defence sharing or would less happen under 
defence sharing? Would changes in the auto pact increase our 
relative trade with the United States or might it decrease it? 
What would be the behaviour of the multinational corporations, 
given free trade between the two jurisdictions? Would they expand 
their facilities in Ontario and rationalize their production or 
would they move activity back to the United States and rationalize 
insthat: | urisdietion? 


It is, hard to know mand! sm tanics bard ,e'qui ter frank 8 for 
economists to predict because of the large extent of the managed 
trade. It is very difficult to know what the economic agents would 
do. The free trade model is predicated on rational behaviour among 
economic agents without this managed trade component tied into it. 


This gets into the whole question that was raised earlier 
about control of) Ontario's manufacturing industry. In 19819 data 
about 45 per cent, or $42 billion, is Canadian controlled, a 
Similar amount is controlled from the United States, and about 10, 
per cent, or $9 billion, is controlled by other foreign 
jurisdictions. This is a very heavy component, a unique industrial 
structure for Ontario and for Canada, a very high component of 
foreign ownership, and again it is very difficult for the 
econometric models and the economists to generalize what the 


implications of this will be on the high degree of multinational 
ownership. 


“sF — 
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To look at some of the specific sectors, transportation 


|}equipment, chemicals, electrical products, petroleum and 


machinery, all have greater than 50 per cent United States 


control; food and beverages has about 28 per cent and primary 
-|metals about eight per cent. So in major sectors of our economy 
_ the decision-making is controlled offshore. 


Mr. McFadden: I notice that those figures are five years 


old, and there has recently been quite an infusion back and forth 


of investment money, a lot of Canadian money going abroad since 


then and, of course, foreign money coming into Canada. Is there 
any indication that anything significant has changed in five 
years, or do you expect it to be roughly the same today? 


Mr. MacDonell: We looked last year to see whether we 
could get a reading of what total investment in manufacturing was 
in the province, and that would include investment in 


manufacturing equipment, facilities and repairs. The figure was $6 


billion, of which about $3 billion was from foreign sources. So 
despite what we have heard, at least in the year we looked at, 
last year, there seems to be no lack of foreign investment or lack 


of interest on the part of foreigners in investing in Ontario. 


Mr. Barrows: These figures change relatively slowly over 


time. I would expect they would be pretty well similar. 


Mr. MacDonell: The base is very large, so the change 


would be small. But the inflow is up, and it seems to be very 


seconsistent--with the overall picture of 50 per cent. 


Mr. McFadden: I was wondering in particular about the 
chemical products and the petrol. I am not sure what you have 


under those categories but, of course, with the national energy 


program there have been substantial ownership changes. I am 
curious about whether those two might at least have changed. 


Mre MacDonell® Lathink intthe last month or two probably: 
Mr. McFadden: That is what I was thinking. 


Mr. MacDonell: That is probably correct. There has been 
a drop in foreign ownership of the petrochemical industry. 


Mr. Barrows: The next chart shows some selected sectors, 


our employment levels in Ontario and the current trade deficit 
mith -“tchevUnitedsStatessrAs! Ehe-chartsindicates,».in this case, a 


Mumber of sectors which we have identified have a total deficit in 
1984 of about $10.2 billion, which currently accounts for Ontario 


employment of about 210,000 employees. 


It is difficult to generalize from this data but there might 
be some presumption that we are already running significant 


deficits with respect to those industries. With that degree of 


| employment, would a bilateral free trade agreement with the United 


States cause even greater deficits to these industries and pethaps 
put the existing 210,000 employees in further jeopardy regarding 
_their ability to compete internationally? 
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Mr. Mackenzie: You mentioned earlier one of the areas of 
some increased shipments and trade; I think it was office and 
store. 1 take it is the high-tech end of the business. Does that 
include computers? 


Mr. MacDonell: We are very small in computers. That is 
not something we have an indigenous-- 


Me. @MackenzZ te?-ThatedoesStnot enter? intoe Lt* then? 


Mr. Barrows: They have just aggregated that number. We 
have a better slide now because it gives you a handle on exactly 
where we are in regard to our trade relationship with the United 
States in different technologies. 


Mr. MacDonell: This is high technology, medium 
technology, low technology, motor vehicles and the resource base. 
What we are concerned about is the high-tech deficit and the 
difference between the deficit during the last hearing compared to 
the deficit of five years ago. 


Mr enChairmane Jus taiori tne or éecordgianecasetthe 
microphone was not on, Mr. MacDonell has talked about the 
difference in high technology between five years ago and now. 


Mr. MacDonell: Perhaps we could slide it over if you 
like so you can see the time frame. 


This, as David Barrows has said, is one of the very 
significant charts. It deals with several questions that have come 
up so far regarding our ability to compete in our own market as 
well as abroad in the various categories. 


Mr. Barrows: If you look at the data, we see that Canada 
has historically had a surplus in resource-base products and that 
surplus has increased down at the bottom. 





Mre:MacDonell: Plus {it means we are exporting more «than 
we import and we are gaining ground. 


Mr. Barrows: If we look at motor: vehicles, we see that 
in 1979 we were in deficit and, as we indicated earlier, we have 
gone into substantial surplus by 1984. That surplus tends to mask 
what is happening in the top three columms. If we start at the top 
and look at high technology, we see a rather significant deficit 
in 1979. That has doubled by 1984. Those are all high-technology 
products, computers, the sophisticated plastics, where we have 
historically*had diftficulty? in’ this? count ry." That! 45' ine reas ing 
dramatically. 


Similarly, in medium-technology products, our deficit is 
increasing, as well as increasing in low-technology products. If 
we extract motor vehicles from that data, we have about a 
$14.4-billion trade deficit with the United States in high-, 
medium- and low-technology products. 


As to the argument that Canada needs a bilateral free trade 
agreement in order to get more competition in our domestic market, 


| E-21 
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if we look at the data, we seem to have quite a bit of competition 
now in a whole range of technologies, with significant import 
penetration and significant deficits in high-, medium- and 
| low-technology products. 

Mr. McFadden: I wonder if this is the appropriate time 
to look at this because we do not have the time, but it may be of 
interest for us to spend time--maybe that would be after the 
middle of October now, as we are running up against some 
deadlines--to do some real analysis on the significance of this 
chart and talk to people directly involved in those industries and 
so on. 


a 


I think it is a matter of obvious concern to everybody as to 
why we seem to be doing so relatively poorly on low, medium and 
high technology. Basically it is worse in high technology than in 
the other two. 


me 20 Oa sms 


Mr. MacDonell: The higher the technology, the greater 
the deficit and the faster the deficit is growing. That indicates 
an era of turmoil in the province as the firms here begin to 
adjust to this. One view is that while this struggle goes on--and 
about 20 per cent of all employees of our $1l-million base are 
involved here--if you add another adjustment process on top of 
that, you may well have a disruption in the Ontario manufacturing 
base that will be very substantial. 


MrviMackenzgde:. vie think ittalso. points|out very,clearly 
that without our traditional resource-based surplus, and that is 
usually capital intensive, we are in trouble. Without the planned 
fair trade arrangement and our our auto pact, we would be in all 
kinds of trouble. We do not want to ask for more of it 


Mr. MacDonell: That is a very good point. If this 
continues and we look at the total position and say, "That is not 
a bad deficit," but if you begin to disaggregate it, as David has 
done here, and show where the pluses are; and if we suffer slower 
growth with our great resource base and anything should happen of 
a cyclical nature, then these areas would become more and more of 
a problem to us. 


Mr. Chairman: Just by way of information, as a result of 
Some instructions we were given some time ago, we contracted with 
Arthur Donner to look very particularly at high-technology 
industries and give us some information as to what is happening 
and what can be done. I think the ministry might be interested in 
this too. and hopefully we will have that information by January. 


Mr. Knight: The academics who have come before us have 
indicated that free trade with the United States would be 
beneficial in making Ontario industry more competitive to reverse 
that kind of trend. I find it interesting that your proposition is 
that- there is competition there right now and that free trade may 
create additional turmoil within Ontario industry. 


Ate you suggesting we have to take a hard look at what is 
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happening within Ontario industry now and try to find some method 
of improving our situation before we start talking seriously about 
opening it up even further? 


Mr. Barrows: We said earlier that the key issue from our 
perspective is one of international competitiveness and one's 
ability to compete in the United States and other markets. This 
data suggests that we are having trouble now under the present 
trade arrangements in our ability to compete in our own market and 
in our ability to compete abroad. 


If we look at the data, we see tariffs continuing to decline 
both in Canada and the United States up to 1987. The fact that we 
are open to more competition and we may have somewhat more secure 
access to the US market does not imply that somehow a small 
developing firm, let us say in Kanata, in the high-tech industry 
is going to be able to make it. 


It raises the questions of what other things are going to be 
required for those kinds of firms to survive over the next 10 or 
15 years. In fact they do not have access to the kind of secure 
market that a lot of the US firms do in terms of defence contracts. 


We do not have that range of government procurement in this 
country that provides that ongoing basis for small- to 
medium-sized high-tech firms in Ontario. I think it is hard to 
draw hard and fast conclusions. We are simply trying to raise the 
question of how much competition we need. Is this not enough? How 
much more do we require? Would securing access to the US market be 
the necessary conditions for all these small- to medium-sized 
Canadian-owned firms to grow? It is not shown that this is the 
case. 


Mr. Knight: The analogy has been raised that free trade 
with the United States is kind of like being asked to a free 
lunch: somebody has to pick up the tab. I guess the concern we 
should have is to what extent would Ontario have to participate in 
that tab and perhaps even Dutch treat is not in our best interests. 


Mr. Barrows: The thing we have not discussed, because it 
enters the realm of specific negotiations, is that in some 
quarters there seems to be a presumption that we will gain access 
to the US market and the United States will not want anything in 
return. It is important to think about what the US negotiating 
position is going to be. 


By and large, it has relatively free and unimpeded access to 
our market. It will want something in return in any kind of 
bilaterial agreement and the question becomes what. For example, 
would it be the safeguards in an automotive agreement? Would it 
have to do with agricultural subsidies or regional development 
incentives such as the Ontario Development Corp? We do not know at 
this stage, but presumably the United States would want something 
from Ontario and Canada as a whole in return for a bilateral free 
trade agreement. 


Mr. McFadden: Vis-a-vis the rest .of the world, as’ you 
know, this committee has been trying also to orient itself towards 








E-23 


what the other options are besides just an opening with the United 


States in one way, shape or form. Do you have a picture of this 
with regard to, say, the European Community countries, Japan or 


Mme lsewhere? Is it better or worse? 


Mr. Barrows: We have that data for trade and technology 


goods. It is hard to get on a comparable basis, but the last data 


we have seen suggest Canada is one of the few developed countries 
in the world which has an imbalance in high-tech products. Whether 
you look at Italy, Belgium, the United Kingdom, Japan or the 
United States, by and large they all tend to have surpluses on the 
high-technology account. 


Mr. MacDonell: I can recall some of the recent work we 
have done. If we look at the major trading partners on an 
import-export ratio in high-technology products, of 10 countries 
only Canada and the Union of Soviet Socialist Republics are 
hegative. That is, they import more than they export in high 
technology. However, the Americans have declined from four or five 
years ago, which is very interesting, because all of North America 
is suffering from the same difficulty. We are all in trouble over 


| the same problem. We are not keeping pace technologically, 
particularly with the Pacific Rim, Japan and certain parts of 


western Europe. 


I think the turmoil you see in North America over trade has 
a deeper issue, which is that we are beginning to feel the effects 
of no longer being the major exporters of high-technology products 
around the world. We are losing markets. We are being displaced by 
other jurisdictions with their technology. We have a chart that 
shows Japan is rising faster than any other nation in the world in 
this export-import ratio of high-technology products. The answer 
is, we are down at the bottom with respect to the principal 
competitors. 


Mr. Knight: Then the United States basically has a 
similar problem to ours. We are obviously just more exaggerated by 
far, as developing-- 


Mr. MacDonell: The United States is declining with us. I 
am not sure which one is going down faster, but I know North 


America is declining in the face of the rest of the world. That is 


Bery ditficultsfor! people .to grasp and it is very painful for the 
Americans. 


Mr. Chairman: I believe it was way ahead of everyone 
else in research and development. 


Mcp Macvonert: Por mMany,years if was, Che great exporter 
of research and development in every field. For example, in the 
whole technology race we see in consumer electronics, it invented 
the basic ideas. All the basic elements that go into modern _ 
televisions, videocassette recorders, portable radios and so on, 
were invented in the United States and developed in Japan. That 
has developed on a widespread basis. 


ae: 3 Ostas mi’. 
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Mri McFadden: tf some’ of therPacifric’ Rint countries, in 
addition to Japan, were to start ploughing more of their earnings 
into research and development, product refinements and so on, they 
could potentially become even tougher competitors all around. 


Mr. MacDoneil: As their balance sheets and their income 
improve, undoubtedly, as Japan is doing now, their percentage of 
gross national ‘product’ going to’ R ‘and D*'to accelerate? their 
leverage will increase. 


Mr. McFadden: They would have that plus a lower wage 
rate. 


Mr. MacDonell: Yes, and they would surely have much 
stronger company balance sheets to deal with because their savings 
rate and their productivity increase have strengthened enormously, 
particularly in the last decade. 


Mr. Cordiano: What percentage of gross national product 
do those technology sectors account for? 


Mr. MacDonnell: In Ontario, we look at the amount of the 
output and employment; roughly the same thing. That group accounts 
for. 20 per tcene. 


Mr. Chairman: For the record, is high technology now 20 
per cent of gross national product? 


Mr. MacDonell: Yes. Perhaps you would like me to read 


what we mean by high tech, because it is meaningless without some 
definition. 


Mr. Chairman: Perhaps you could sit down and read that; 
then it will go in the record. 


Mr. MacDonell: What we define as high technology are 
those industries that require a good deal of research and 
development. They are chemicals and chemical products, petroleum 
and coal products, communications equipment, scientific and 
professional equipment, miscellaneous machinery and equipment, 
office and store machinery, pharmaceuticals and medicines. 


Mr. Cordiano: That would span the range of high, medium 
and low technology? 


Mr. MacDonell: Yes. The ones I have just read fit here 
and they represent about 20 per cent of the employment. This 
sector is growing at about twice the rate of these other sectors. 
In a simplified form, we feel these have to be modernized and 
these have to be accelerated. 


Mr. Chairman: Then high technology is growing at twice 
the rate of medium and low technology, the medium- and 


low-technology sectors have to be modernized, and basic tech has 
to be accelerated. 


Mr. Cordiano: You have given us 1984 figures. Do we have 
figures of what Canadian companies are doing, because there is a 
deficit as far as trade goes between the two countries? 
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| Mr. MacDonell: Yes, we have that. Do you mean in terms 
of employment? 


Mr. Cordiano: In terms of employment and perhaps output. 


Mr. MacDonell: I will give you manufacturing shipments. 
From 1977 shipments have risen in the higher-technology items from 
Seepout $125 billion to about $3.6 billion. 


Mr. Cordiano: We are making some significant gains. 


| Mr. MacDonell: Yes, we are growing. I can show you this 
chart later and we could produce such a chart to show the gross 
|since.19//7. What we are anxious to do is to grow at the top end. 
We want to try to shift our position from the slower-growth, older 
technologies to the new, fast-growing technologies that make us 
more competitive in the international marketplace. 


| Mr. Cordiano: Do we have a breakdown of what sort of 
companies are in the high-technology sector? Are they 
_ foreign-owned companies or are they largely Canadian companies? 


Mr. MacDonell: There is a very high component of foreign 
— in those companies. 


Mr. Barrows: There is a significant amount of Canadian 
ownership as well. There is something called CATA, the Canadian 
Advanced Technology Association, located in Ottawa, that is 
composed solely of small- to medium-sized Canadian-owned 
firms. Again, that is a relatively recent phenomenon for Canada. 
The last 20 years or so was the time you started to see the growth 
fof these kinds of firms. 


Mr. Cordiano: Are we seeing any exports of products 


imanufactured in those areas? 
| Mr. Barrows: Significant numbers. 
Mr. MacDonell: Very high export performance. 
Mr. Cordiano: We have a breakdown of these? 
Mr. MacDonell: Yes. 


Mr. Cordiano: I have been asking a question throughout 
our hearings about the type of export performance we have seen 
from foreign-owned companies compared to that of Canadian-owned 

| companies. 


Mr. MacDonell: You may remember that in our first 
presentation we pointed out that quite a small proportion of 
Pntario firms) export; only ‘20\sper cent ofthe 14,000 or 15,000 
firms in the manufacturing field export. Those owned by foreign 

“companies have an even lower rate, because the branch plants that 
are owned by foreign companies are not encouraged to compete with 
the parent, except where they have a global product mandate. There 

they are aggressive on a world basis. 


Some of them do their research and development and their new’ 
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product development here and are very successful at it. We have 
all these data, which we can provide. 


Mr. Cordiano: There is a view that if we have more 
investment in those areas, then we can close the gap. That is a 
proposition about which, I am sure, there are a lot of questions. 
It is something we should certainly look into in more depth. 


Mr. Brandt: I hear what is being said with respect to 
the erosion of our competitive position and some of the 
difficulties we have, particularly in the high-tech category. But 
I also hear a proposition being raised that, since that is the 
case and since we are having some difficulty in competing in that 
particular area of the economy, perhaps we should bunker down and 
protect a Little more in order to save those industries or to save 
them during their embryonic, fledgling stage of development. 


Has that ever been done successfully, to your knowledge, 
anywhere in the world? Is there anywhere that you can bunker down 
and simply ignore the realities of your competitive position in 
relation to other countries in the world? How long can you survive 
on that basis? The reality is that there is a distinct danger in 
attempting it sometimes, and we have talked about protecting loser 
industries as opposed to pump-priming winners or industries that 
are running, and those kinds of things. 


Does Ontario, which is really Canada in many respects in 
respect to trade, have any option but to try to open up markets, 
to enhance its access to other markets, recognizing the realities 
of our small domestic market, our very small population in Ontario 
in relation to other parts of the world? When you look at all 
those factors, how high can the protective barriers be placed in 
order to comfort and protect those industries when you are 
subjected to the kind of competition that the world is developing 
around us, whether we like it or not? 


Mr. Barrows: Can I come at it on two levels? On the 
theoretical level, if you have had the academic economists 
through, they will tell you that, in their opinion, there is only 
one basis for protection, and that is what they call the 
infant-industry argument. They say, ‘We will allow a certain 
amount of protection for industries to allow them to get to a 
stage of development where they can take off and grow on their 
own. 


Mr. Ferraro: Like the beer industry. 
Mrs Brandt: Yessythatead sae realy new ones 
Uikes0 faeme 


Mr. Barrows: Taking it from the theoretical level to the 
practical Vevelsmitehas workedmyl i? your vos Docks to. lone Cononic 
history, that was the whole notion behind high tariff protection 
of US industries. The textile and cotton industries would have 
been swamped by the then very efficient United Kingdom industry. 


The problem with the infant-industry argument and that whole 
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approach is that at some point, as you say, you have to move away 
from that and compete internationally. Some would argue that the 
United States actually did that. Again. in a more recent time 
frame and from a practical point of view, what the Japanese have 
done is very instructive. They have targeted some industries where 
they have made horrible mistakes, such as petrochemicals and 
shipbuilding. Their investments in those sectors were not very 
effective, in retrospect. 


In a whole host of other industries, however, whether it is 
automotive or some of the consumer industries or electronics, it 
has proven to be a very successful strategy. You can target 
certain areas, build up a domestic capability and expertise and 
then go on from there and compete aggressively in export markets. 
When you look at small- to medium-sized high-tech firms in Canada, 
they really have no government procurement to speak of that they 
can look at as a sustaining base upon which to go out and grow and 
develop an export market. 


Mr. Brandt: That is almost always defence, is it not, 
when you talk about government procurement? 


Mr. MacDonell: Or the government itself. When you have a 
government the size of the Japanese government purchasing for its 
needs, you have an enormous market with about five times more 
purchasing power than our multibillion-dollar federal and 
provincial government purchases. 


Mr. Brandt: That was part of the comment I made in the 
context of my question about our small domestic market making it 
very difficult for us to have a bunkered-down mentality about 
where we are in terms of major trading partners. How defensive can 
we be and still maintain a high standard of living? 


Mr. MacDonell: If you remember, when you look at earlier 
Bataeadout theimature of Ontario's trading position, that as;sthe 
highest exports per capita--three times that of Japan, for 
example, and four times that of the United States--then if you 
Hook at our imports per capita, which are the highest in the world 
on a per capita basis--with the exception of Saudi Arabia, which 
probably has declined in the last year or so--we have such an open 
trading relationship with the rest of the world. 


We are so dependent on exports that you would have to be 
very careful about protectionist moves. We are very much involved, 
and have been for the last four or five decades--or as long as the 
GATT has existed--in supporting the GATT movement around the world 
as the way to open up trade amongst the nations. 


If your question is whether a protectionist option looks 
like a viable one to consider for Ontario, it might be, but it 
looks like one of the least desirable ones. 


Mr. Brandt: The agenda of options is not all that 
difficult to identify. You have the protectionist option, where 
you go the opposite way of free trade; you have the status quo; 
you have a freer trade or market enhancement, market accessibility 
kind of thing, which simply opens up the issue to an easier flow 
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of trade between countries; or you have flat-out free trade, 
whatever that means. There are not many options to look at other 
than those. 


If you move away from free trade, it is unlikely the status 
quo will remain. I am convinced of that. In other words, the 
Situation as we see it now is going to change. It is going to 
alter as a result of protectionist policies in other jurisdictions 
or whatever, so we move to a protectionist policy or we move to a 
freeing up of trade--not necessarily free trade, but a freeing up 
of trade or removal of trade impediments or trade barriers--if we 
are going to maintain our present position or perhaps enhance it 
as it relates to expanding our trade activities in the future. 


Mr. MacDonell: The proponents of free trade have said in 
effect to parliamentarians, both here and at the federal level, 
that the status quo is not really an option. I have had difficulty 
in understanding what they mean by the status quo. The status quo 
is a very dynamic situation and it suggests something that only 
exists in theory. 


As we pointed out earlier, we are evolving rapidly as we 
move from an industrial society to more of a post-industrial 
society. Since the Tokyo round was concluded in Geneva, our 
tariffs have progressively gone down. Our trading relationships 
with the United States have shifted. Mr. Brandt, it is a very 
dynamic status quo. 


Mr. Brandt: Those who argue that the status quo will not 
remain are not necessarily talking about arbitrary moves on the 
part of Canada or Ontario. They are looking at the hundreds upon 
hundreds of protectionist bills that are coming before Congress 
and the very distinct possibility that, if the §150-billion 
trading balance continues in the United States, that country is 
going to take a number of moves to offset that imbalance to bring 
down the trade deficit. 


Mr. sMacbonell That’ ver erue, 
Mr. Brandt: That means the status quo will be altered by 
someone other than ourselves. That is what is being suggested and 


it’ is a-distinet possibility: 


Mr. MacDonell: They are basing most of their arguments 
on the fear of some kind of American protectionist action. 


Mr. Cordiano: This is a supplementary question. 


Mr. Chairman: Are you sure? You are getting ahead of 
2 SE, Seer EES ERE e 
your confrere otherwise. 


Mr... Cord vano: it relates "to: Ene. same matter. 


Mr. Ferraro: What he is saying is it does not, but he is 


going ahead anyway. 


Mr. Cordiano: I wanted to look at the technology-related 
sectors. What does the future hold for these areas if we get into 
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anew trade deal with the United States? Can we expect to see some 
_ further improvements in those areas, or is this really a dangerous 
situation which would be further eroded by trade with the US? 


Mr. MacDonell: Let us take the high-technology area 
here. If our deficit is doubling under the present arrangement, 
/ then one might ask the question: What will happen if you reduce 
the protection those young growing industries have now? 


lot of foreign investment is actively involved in developing 
products in Ontario, would it continue when, if you like, North 
American becomes one market? 


Mr. Cordiano: It has also been suggested-- 
_— Mr. Chairman: Perhaps I can just put that on the record. 
Mr. MacDonell has indicated that we have to show some concern 
about what is going to happen in the future in view of the fact 
that the high-technology deficit has doubled in four years. What 
is going to happen if we have a free trade market? 


Another question might be: If in the high-technology area a 
) 
| 


| Mr. MacDonell: I was suggesting that those who appear 
before the select committee might explain their solution. These 
are simply facts. There are those who say it will be wonderful if 
we have no barriers at all. 





Mr. McFadden: I have a supplementary to your answer to 

Mr. Cordiano's question. You mention protections that now exist. I 
perceive, trom your earlier slides and from what we have heard, 
fsthat there is little, if any, protection now. 


Mn .Macvonelll *aYies; 


Mr. McFadden: What protection for those industries would 
be removed anyway? I am curious. It seems to me they have very 
little protection as it now stands. What protection would they 
have besides tariffs? 


ele5O0.casm. 


| Mr. MacDonells The relationship is that--Dave can 

correct me if I am wrong--each year we reduce our tariffs, which 
may be 12 or 13 per cent, by one per cent. The Americans in their 
agreement with us drop theirs two per cent, so in some of these 
industries there is still some tariff protection. When you add the 
value of the Canadian dollar to that, you have protection that is 
helping these firms grow. However, there is a sliding scale, step 
mby step, through to 1987, which we calculate will have 80 per cent 
BE our Mexports.eo0ing sintonthe UnitedtStates jtariif-tnée—and —/0~per 
cent of its imports coming into Canada tariff-free by agreement. 


Mr. Barrows: We could focus unduly on the trade aspects 
of this, but Canada and Ontario have a number of industrial 
policies that have been designed to stimulate the sector. For 
example, there are tax expenditures, the facility for tax 
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write-offs and other tax provisions to stimulate research and 
development, particularly in these kinds of companies. There is 
the defence procurement program. If you look at the Ontario 
Development Corp. loan portfolio, you will see, for example, that 
the ODC was one of the first into Mitel Corp. when it was just 
getting started and being developed in eastern Ontario. So I think 
you might focus unduly on the trade aspects of this. 


There are things we are doing now which may or may not be 
deemed to be acceptable in a trade agreement with the United 
Sta'tesie Inthinkivow are’ familia arg! aiswah Tesultt: ‘of: your’ rip Co 
Washington, with the concept of a level playing field. It is very 
important to the Americans, as is the notion of what is fair and 
unfair on behalf of government. 


The federal and provincial governments have acted somewhat 
aggressively in trying to stimulate high technology. For example, 
Alberta has used its heritage fund moneys to try to stimulate a 
medical research capability in that province. Whether those things 
would be deemed to be acceptable or unacceptable under the 
bilateral free trade agreement is uncertain, depending upon how 
the level playing field is defined in that relationship. 


So it is important in this context to look beyond the trade 
mechanisms. It is also important to try to get away from the pure 
distinction of whether you are for free trade or you are for 
protection and there is nothing in between. Both of those concepts 
would be misplaced. 


That is what we were trying to get at when we were talking 
about competitiveness. There is more to our ability to sell than 
having a bilateral agreement with the United States. We have to 
have competitive industries doing research and development, using 
the most modern production technologies. If we do not, then the 
access to the United States market is academic. 


Similarly, there is a whole host of trading relationships we 
can have with the United States which is something other than 
protectionist. 


Mr. Cordiano: It was also suggested to us in Washington 
that most of our companies were not taking advantage of the 
Opportunities for defence procurement contracts and that whole 
area of military spending in the United States. As it relates to 
this particular sector, what do you think our companies are doing 
to compete with the American companies in the area of military 
spending? 


Mr. MacDonell: The Americans say that. We recently hired 
a defence expert to be located in our Philadelphia office. He has 
been talking with me and members of our staff to get a handle on 
whether there is some truth to that. : 

Generally speaking, I suspect we are not taking advantage of 
it, although Canadian companies are becoming more aggressive about 
exporting. It may be that some firms are having difficulty gearing 
themselves into that system. 


E=5 i 


In two or three months we should have an answer for you as 
to what extent there is some truth to the statement that we are 
not being as aggressive on the defence-sharing agreements as we 


| should be. 











Mr. Chairman: It begs a lot of questions and perhaps I 
could bring up a supplementary myself. It is hard to imagine this 
sort of industry without governmental support. Is that not what 
the United States is doing with the defence programs? 


Mr oMacbonell:ndt,istian enormous stimulus .to 
technology-based companies. 


Mr. Chairman: Our high-tech industries in Ontario tend 
to be largely in the Silicon Valley in Ottawa. I asked questions 
about why we are not doing as well in my region, the Waterloo 
region. We are not doing nearly as well, although we supposedly 
should have been able to, and it is largely because of government 
support. That is a very large part of the existence of high-tech 
Badustry,, is itonot? 


Mr. MacDonell: I think over the past year the federal 


government has been fairly supportive of many of its new, small 


high-technology companies in several different ways, to try to 
accelerate their growth and to try to help them get started. 


Mr. Barrows: I could give you something anecdotal. I was 


on a panel a few years ago with an American company. They produce 


semi-conductors and microchips and they were bemoaning the fact 
they had not received any financial assistance from the United 
States federal government in the development of their products. I 
said, 'I appreciate that, but have you had any defence contracts?" 
they said, “Yes, a couple of billion dollars’ worth." 


Really, that may not be pure research and development grants 
up front, but the nature of those contracts is such, given the way 
they are structured, that they are allowed to do an awful lot of 
research and development within the context of those products. In 


_fact, having made that investment, they are able to use those 
products in the commercial market. 


Canadian firms just do not have that same capability. Again, 


it is questionable, even with a completely bilateral free trade 
agreement, whether or not some of the very sensitive 


defence-related products would ever go offshore, and whether or 
not the United States Department of Defence would ever allow a 
Canadian or other company to become involved in the critical 
aspects of defence technology. 


Meee Cia tiane sl sticpectatnisswikl create, avgreat 
communications problem in any negotiations because there needs to 


1) be a level playing field or a level ice service. 


Mr. Ferraro: I have a question a little off the present _ 
conversation; nevertheless, it is pertaining to the auto pact in 
particular and our auto industry, which we know is a wonderful 


thing right now. 
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How competitive is our auto industry in Ontario? Is there a 
security blanket because of the auto pact? Has the auto pact, in 
essence, enhanced the development technologically of our auto 
industry vis-a-vis other countries or, in fact, do we have a 
little comfort protection there because of the auto pact? I am 
talking about sheer competitiveness. 


Mr. Barrows: If one goes back to look at the automobile 
agreement, one has to take the world in 1965 where essentially, 
with the exception of western Europe, North America was the prime 
manufacturer of automobiles. 


What the automotive agreement did was to move design 
research capacity from Canada back to the United States and, 
because of the production-to-sales ratios and some of the other 
guarantees within the pact, to elicit a significant capital 
investment on the part of the North American manufacturers, to the 
stage now where vehicle facilities in Canada are among the most 
productive. 


Mr. Ferraro: Some could argue they moved the design 
research to Japan, David, and the United States got caught with 
its pants down. 


Mr. Barrows: That is rthemmext point. in fact, miioryou 
look at the pact in the North American context, it has been 
beneficial to Canada by and large. While we did lose some R and D 
and design work, we got massive capital investment in facilities 
which in the North American context are among the most competitive. 


Of course, the whole world has changed now and North 
American facilities are not necessarily competitive with what is 
happening in Japan and in some of those other jurisdictions. As a 
result of tying ourselves so closely to the North American 
producers, while we are competitive within this context, we have 
lost with respect to something else to the rest of world. 


That gets back to the chart we showed earlier. The greater 
our dependence upon the United States, the more we are tied to 
their markets and their technologies. A bilateral agreement would 
enhance thatetiesin to ithe United) States. So,wliterallyijasnthe 
United States went, that is how we would go in regard to our 
markets and our technology. 


One might wish to make the case that we might wish to 
diversify our risks in both markets and technologies and try to 
have broader relationships with the rest of the world. 


12 noon 


Mr. MacDonell: However, Mr. Ferraro, and I agree with 
what David says, there are some writers who feel the North 
American automobile industry was neither helped nor hindered by 
any telationship; that its assault by the Europeans, and 
especially the Japanese, was a completely different issue; that 
our relationship had nothing to do with the rise of Japanese auto 
technology. 
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Mr. Chairman: There are a couple of things I would like 
Bomvdises bnittraily,ssoingabacksto one of your;charts, you 
indicated an estimate, and I appreciate it has to be a rough 
| estimate, of one million jobs in Ontario and 700,000 in the rest 
of Canada depending on the United States and, conversely, two 
million American jobs depending on Canada. 


To what extent can you break that down? One of the 

| interesting ideas that came out when we were in Washington was 

| that if we really have to get involved in the nitty-gritty of 

| American politics, one of the things we are going to have to do is 
| perhaps break down their industry state by state in order to lobby 
their congressmen and senators as to how many jobs in each state 
depend on Canada. I suppose that means breaking it all down into 
mecectors, etc. 


Mr. Barrows: We have that data and a year ago last 
summer that is what we did on the steel industry. When we assisted 
the federal government and the industry to mount a lobbying 
| campaign, we looked at all the imports from people on the House 
| ways and means committee to get some notion of what was imported 
| into Canada and into Ontario. When we did the lobbying with 
| congressmen in the United States, we were able to take data down 
| to them, for example, people in Long Island or Texas, and say, "Do 
| you realize your congressional district exports $345 million worth 
mof products to Ontario?" 


Of course, they were not aware of that, but we made them 

| aware. That was part of the lobbying campaign to provide 

| exemptions for Canadian steelmakers under the proposed 
Congressional legislation on import restrictions. Yes, it is 
|possible; it is doable. We have targeted essentially that kind of 
lobbying campaign around specific issues, for example, softwood 

| lumber or the steel issue. It can be done on a much broader basis. 





Mr. Chairman: We could be prepared to do that if it were 
part of our mandate. What about jobs in Ontario? What about these 
one million jobs? We heard some of these could be lost 
temporarily. To what extent can that be documented? 


| Mr. Barnows: pAselwscay,, there are about 300-odd, balls.in 
circulation which could have a significant effect. We have not 
aggregated that up to get a net job loss figure because the 
probability of passage of some of those bills is extremely remote. 
Bt is an. ongoing. process.slt isadifficultsto. keep =trackfof them 

| and aggregate that. 


SS 


Mr. Chairman: But we can look at specific industries 
| which in all likelihood would be losers, I Suppose. 


Mr ¢nBarrowsesates. 

Mr. Chairman: To what extent has that been documented? 

| Mr. Barrows: We have some of those data and could make 
'it available, but as I say, we are not keeping track of each of 


| the individual bills with associated employment loss with each one 
'of those. 
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Mr. Chairman: I would not expect you to because, 
obviously, most of those bills will never see the light of day. 
You could make some of that information available to the committee? 


Mr. Barrows: The staff, certainly, sure. 


Mr. Chairman: I understand members of the committee have 
received some documentation of press reports regarding surveys you 


have completed of businesses. Would you be prepared to comment on 
thet? 


Mr. MacDonell: This morning at eight o'clock we received 
a report, the first raw data on the studies we have been 
conducting and which we mentioned before the committee some weeks 
ago. The first data are available. David, 1 think you might say 
what the raw data mentions, particularly what you told the Premier 
wnen he asked the same question prior to his speech at the Empire 
Club. 


Mr. Barrows: With regard to the survey-- 


Mr. MacDonell: We have actually brought a chart to show 
you what it looked like. 


Mr. Barrows: We tried to look at the sensitivity of 
Ontario manufacturing industries to freer trade between Ontario 
and the United States. We have identified sensitive and highly 
sensitive sectors which account for approximately 32 per cent of 
Ontario manufacturing employment. These are sectors which 
currently have a high or very high import penetration and have not 
shown a great deal of capacity for exporting. 


It must be understood that that is a generalization. Within 
any of those sectors, you can find very aggressive export-oriented 
companies, but we are talking about these sectors in general. That 
number gets you to about 2/0,000 direct manufacturing jobs, which 
was the statement the Premier used in his speech on Thursday. 


Mr. Chairman: Can you break that down into sectors? 
Mre i Barrows:n ves: 
Mr. Chairman: Are you prepared to? 


Mr. MacDonell: Mr. Chairman, when we vet this mass of 
material, we would be delighted to share it to the extent required 
by the committee as it emerges. This is the first cut at it and it 
looks as if about 270,000 jobs would be sensitive to any removal 
of whatever levels of protection there are between ourselves and 
the United States. 


Mr. Chairman: You have 32 per cent as import-sensitive 
and you have figures here of export-sensitive as well. 


Mr. MacDonnell: Yes. If you like we could tell you what 


we mean by that and how we have broken out our sectors. David, do 
we have approximately 90 sectors? 
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| Mr. Barrows: There are about 212 separate industries. 
|Sensitive exporting means industries with medium to high tariff 
and/or nontariff barriers which are somewhat sensitive to imports 
but have a high export orientation. The feeling is that industries 
in those sectors might well benefit by reduction of tariff or 
nontariff levels in the United States. 


Mr. Chairman: They would benefit. 
Mr. Barrows: Perhaps, yes. 
Mr. Taylor: Is there a reverse to this? This is 


speculation; you are projecting. If we do not go freer trade, what 
happens? The whole thing looks speculative to me. 











| 
) 


| Mr. MacDonell: Mr. Taylor, people seem to be most 

concerned about proceeding rapidly with some kind of a 
comprehensive arrangement. They seem to base their concern on the 
fear of a report that the American Congress plans to pass a series 
wof bills which will protect the US market from our exports. 


| Mr. Brandt asked what would happen if the President refuses 
to pass those bills? You are sort of left up in this Never Never 
Land of would the Americans actually raise protectionist measures 
fagainst their single largest customer in the world? Do they intend 
to raise protectionist measures to harm their largest customer? 


| Mr hay LOL: Millions of dollars have been spent by 
Canadians because of that very real fear. I am talking about 
lumber, steel and others. 


Mr. MacDonell: Fish, cement. 


Mri; Taylor: Yes. "So when you statt writing cheques,,that 
‘becomes very real in my mind. There must be another side to that 
‘coin. It is speculative. Is there special dispensation for Canada 
because it is a large trading partner with the United States? Are 
we caught in the net and are we supposed to slip through the net 
because we are small, friendly and speak English or whatever? 


MreueDramie. aNLCcueu ys. 


Ee LOP pst. 


Mr. Taylor: We are speculating, on the one hand. On the 
other hand, we are projecting that if certain things happen, 
presumably then we have industries that are sensitive and jobs 
could be in jeopardy. Again, that to me is speculation. It may not 
be based on good information. It is not that it may not come true, 
but at the same time, both scenarios are speculative in nature. I 
was looking for something on the other side. 1 do not know whether 
you have it or not. 


Mr. Barrows: When we analyse the data in the highly 
sensitive sectors, these numbers show limited capacity for export 
growth and have experienced severe import constraints. We have not 
ihad many trade association briefs prepared to quantify employment 
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less. For example, the brewers and the Canadian furniture 
manufacturers both estimate job losses of about 50 per cent of 
existing employment in those highly sensitive sectors. 


Mr. MacDonell: They employ about 16,000 people between 
them. 


Mr. Barrows: At the present time. 


Really, what you are saying is there’are costs, benefits—and 
risks associated with any course of action. What we are trying to 
do is give you a profile of the potential risk of job loss 
associated with an immediate bilateral free trade agreement with 
the United States. What job loss you would have if you did not 
have an immediate bilateral free trade agreement with the United 
States is' hard? to quantify: at Chis time. | 


Mr. Taylor: If we do nothing, we may have a shifting 
scenario as well. Even the brewers are presumably looking for a 
rationalization of their industry within Canada to put them on a 
competitive basis outside Canada. One could be a precedent 
conditional on the other, which presumably could be taken care of 
if you are talking about negotiations or freer trade in that 
particular industry. 


Mr. MacDonell: Then there is the question of the 
American dollar. As you saw on the news just recently, there is a 
move to reduce its value. If the American dollar reduces fairly 
rapidly vis-a-vis the other currencies and our dollar reduces with 
it, would members of the Congress then have the same protectionist 
feelings? 


Mr. Taylor: With that scenario, if the differential 
comes down to 10 or 15 per cent, do you know what the job loss is 
going to be then? These are situations too. It is a very dynamic 
world. 


Mr sMacDonelTe@™ It trealiy calls Ot apo ure lca i 
judgement. You have to weigh the options on a political, 
judgemental level. I do not think macroeconomic models help you 
very much. If we are having difficulty now, surely one of the 
things most important to Ontario is an orderly adjustment to a 
more competitive situation rather than a precipitous move to 
increase the enormous adjustment already going on in our society. 


Mr. Taylor: Any of these free trade talks are premised 
really on a phasing-in period, as I understand it. No one has 
suggested we press a button and tomorrow we have an entirely 
different picture, whether it is tariffs or nontariff barriers, 
etc. It strikes me our industry is in a rather precarious position 
if its dependency*is en™a*ditferentia! dollar ot 20 or 30, per 
cent. Maybe that is the big problem. Maybe we should be directing 
our minds to how to protect ourselves against a more closely 
matching dollar. 


Mr. MacDonell: As David Barrows mentioned earlier, if 
you are not competitive, all the access in the world will not help 


Xs 
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you anyway. The next problem facing the committee is, supposing we 
do make a deal and the Ametican dollar rises in Value and the 
American competitive position continues to worsen, does that mean 


measures? In soft lumber, as I understand Le, a.cnereate virtually 
no tariff anyway. There is no tariff there. It is just a case of 
not wanting our lumber. 


Mr. Taylor: You are absolutely Pl ites 


Mr. MacDonell: You can see why so many people in the 
world feel that a GATT arrangement, where countries negotiate 
agreements that are worldwide and where governments are expected 
to live up to their commitments, seems to make the most sense for 
the most people. 


Meee taylor: Except that self-interest Will win out. This 
whole scenario is taking place within the ambit of GATT--the 
protectionism, the nontariff barriers, etc. 


Mr. MacDonell: It is interesting!) that the United States 
1S aggressively pursuing another GATT round of negotiations now. 
Reeisewi iline to Set @into that vareq Quickly sand 7t i6 pressing the 
European Community for the negotiations to start. 


Mr. Mackenzie: These are just bilateral. We are pretty 
damn vulnerable if the US then changes its mind and uses 
adjustments as well. It Wibie hire useaihed lot ealior more than it 
will the US and much quicker. 


Mr. Chairman: Gentlemen, we very much appreciate your 
taking the time to come back and share with us the continuing work 
you ate doing in this anc ee CONGELNY OL problem, | guess we could 
call it. As you could probably discern, we have wrestled with 
these questions with a lot of witnesses ini the ase) twomand 4 half 
months. The enormity of the problem has probably just grown as we 
have done so, 


You have helped us a lot, especially with the relatinewor 
various matters to Ontario. Most of the witnesses before us have 
not been able to do that. We appreciate your doing so and we 
appreciate the charts and go on. No doubt we will be able to make 
great use of them in the course of our deliberations. 


For your information, tomorrow we will actually be sitting 
down in camera to begin to flush out our interim ECDOTL ml Came 
extremely important, in view of the events that are moving swiftly 
ELenCe now,’ Ghat the administration and the legislators understand 
one another and know evelyGningethac. each is doing so we can be of 
as much assistance to one another as we can. 


Mr. MacDonell: Thank you for your remarks. We consider 
this select committee one of the most important things happen ing 
in Canada. Because of the importance of the deliberations of this 
committee, we will do anything in our power to support with 
information and facts whatever the committee needs to frame its 
final report. 


The committee recessed at 12:19 p.m. 
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SELECT COMMITTEE ON ECONOMIC AFFAIRS 


Monday, September 30, 1985 


The committee resumed at 2:10 p.m. in committee room 2. 


ONTARIO TRADE REVIEW 
(cont inued) 


Mr. Chairman: This afternoon we have the pleasure of 
listening to Kirk Foley, president and chief executive officer of 
the Urban Transportation Development Corp. As I indicated to you, 
sir, we have heard a lot of good things about what your 
corporation is doing and I do not think we have heard anything 
Particularly bad. 


Mr. Brandt: All good news. 


Mr. Chairman: So far it has all been good news. Perhaps 
you can tell us what you think. 


ieee Ovey Ls scialiman, = dO noc think I want’ to’ start 
off by talking about how things have changed, but I thank you for 
your remarks about those good things. 


I have taken the- liberty of preparing a presentation, which 
I believe has been handed out to the committee members. 


Miu Cha bbman 7 «Ges aulcands. 


Mr. Foley: What I would like to do, if it is possible 
and feasible, is to go through that. I am prepared to answer any 
questions on the way through or at the end, whichever the 
committee would prefer. 


Mr. Chairman: Why do you not just take us through it and 
we can ask questions afterwards, unless there is some point of 
elariftication. 


Mr. Foley: The document is not as ominous as it looks. 
There is a series of appendices attached to it in which we have 
tried to present some factual details. I do not intend to go 
through them all today, but we attempt to put some numbers on the 
arguments that will be made and to put them into some context. I 
will refer to them from time to time. Perhaps the best way is just 
to proceed through the document. 


I would like to direct my remarks to three specific areas, 
starting with a general concern and moving down to the specifics 
that relate to our own transportation industry. 


I will start by suggesting that there is a great deal of 
consideration in Canada now of the aspects of a trade deal and not 
enough of what I call the strategic product and innovation policy 





E-2 


differences between Canada and the United States. The product 
policies I would like to refer to underlie, in my mind, the 
economies of the United States, Ontario and Canada and they have 
to form the context for any bilateral trade pact with the US. 


I have a couple of side comments here. My concern is that we 
may be looking at a trade agreement from the perspective of the 
day after it is signed. It might be useful to take the context 
further and talk about it in a 10- or 15-year period after that. I 
suggest that a lot of the work to date has looked at it as a quick 
fix, that is, something we can move to quickly. I think we have to 
look past that. 


A second side comment at this point is that I am not sure 
that Ontario and Canada should spend so much time apologizing to 
the United States for any of our parochial activities. I hope 
during this presentation to give you the indication that 
significant parochial activities have been under way on the other 
Side of the’ border £or the Jastedecaderand a Ralteande. in tact, 
perhaps the last 30 to 50 years, which are going to have a 
strategic effect on whatever bilateral trade pact you enter into. 
So my first point is that I think we should not worry too much 
about trade deals and we should think more about strategic 
products. 


The second point I would like to make is that when 
discussing trade rules a difference should be recognized, and I 
hope this committee will recognize it, between consumer goods, or 
what: Tveall private products, sand public capital coods.)0t 
particular significance to the second element is the whole issue 
of declared or undeclared nontariff barriers, public policy 
expenditure programs, co-operative industry and government 
relationships, particularly as they apply to product innovation, 
and the process of government-sponsored product development and 
product definition. This is particularly important in the United 
States. We see much of that. 


Lasts l=would like tomtalk awlittlesbilevaboutanow freeserade 
considerations might affect our own industries. 


Product concerns: 1 notedpthat within your termssot 
reference the word "trade" or ‘trading’ is used 15 or 16 times and 
yet the word "product" or "products" is used only three times: 
once in reference to resource products, a second time in reference 
to promoting Canadian content in products that are imported into 
Canada and a third time in reference to providing a wide range of 
products to Ontario consumers at reasonable prices. 


I think products deserve far more attention in this argument 
and ‘discussion. I“would’ go, sopfareas tomstatesthaty tne, titct 
principle of any trade deal has to relate to the products to be 
traded. I refer to that not just in its present context but in the 
context, of the, next: lo) -tog20 wrearce lit indmitrda to) cubtmeo 
understand how a debate or review of bilateral trade policy can be 
conducted without understanding the comprehensive product 
strategies that underlie such. trade, and I would like to underline 
the word "strategies." 


| 


we have something to trade. We need to be sure that we will have 
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It seems to me that before committing ourselves to a 
regulatory framework for rules of trade, we need to be sure that 


oe 


continuous future flow of products in various stages of maturity 


that our trading partners will want to buy. The second criterion 


is that we can sell at an economic advantage. 


| 
i] 


| 


i 
| 


I believe the anxiety in our position to date with respect 
to bilateral trade is that we perceive ourselves as the weak 


sister in any trade deal, especially with the United States. I 


think that is because we perceive ourselves as having the least to 
offer in essential and sustainable products. 


My own perception of the debate thus far is that the primary 
Canadian consideration is one of fear. If freer trade does not 
take place between Canada and the United States, then Canadians 
will find themselves with a declining economic strength and left 
out of the world's economic growth opportunities. However, if we 
do enter into a bilateral trade agreement with the United States 
we are such a weak economy both in structure and size that we will 


be swamped and run over by the powerful American economy and left 
as a depressed region of the North American continental economy. 


I think these underlying fears can be dealt with. In my view 


it does not have to happen that way. However, freer trade, based 
on marketplace rules, requires a continuously strong product line. 


It requires resident skill sets necessary to produce these 


products efficiently and a capital base to obtain the resource 
inputs on a cost-effective basis. I will contend later in this 


‘presentation that I am not sure we have all of those ingredients. 


As I say, we as Canadians can do nothing about the size of 
our current economy, so I think we have to concentrate on the 
structure. That means we have to protect our ability to create 


competitive products on a continuous basis. 


If you or the federal government begin the process of free 


trade negotiations without any clear concept of what the product 


strategy should be and if we do not attend to our weaknesses in 


this area, then free market conditions are likely to confirm us to 
be the weaker partner. I would like to say a little more about 
that in a few minutes. 


My first concern is that while Canada and Ontario engage 


themselves in both the debate and the active negotiating of a 
bilateral trade agreement with the United States, we focus on 


Canada's products and product development processes--I would like 


to emphasize the words "product development processes''--to ensure 


that during these negotiations we protect our very limited 
capabilities to generate new products. I suspect that without _ 
these new products we will be left as a resource process supplier 


for a continental economy. 


This may sound like a revisitation of the old, industrial 


strategy debatevandseif>so,.it is.only because, 1 still believe 
that Canadians at both the government and industry level have yet 


to deal with this issue of a strategic product line. 
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Free trade could simply become a surrogate for our inability 
to pick winners and losers. In other words, let us allow the 
market, in this continental sense, to pick the winners and losers. 
We may not like the answers. 


As we move along, I would like to talk about how we get our 
products and what they are. Later on I am going to talk a little 


about what business I think Canada is in and show you a little bit 
oft what Imthinkrourfstructuresiss 


If I skip the next paragraph, it then leads me to the fact 
that I am not talking about an advocacy of planned industrial 
structure; however, I think we should make a statement that 
governments can and do play a very significant role in the 
management of what I call the innovation climate in both Canada 
and the United States. It is in this area that 1 think we have a 
real statement to make to the US government. 


They have taken the lead in the last 30 years; they have had 
an enormous role in what I call the innovation climate. In Canada 
we have not had such activity at the government level. If a free 
trade agreement or a bilateral negotiation constrains Canadian 
government's roles in product innovation, then our capital base, 
product inventory and research and development capabilities 
compared to those of the United States are such that we are likely 
to be the continual losers from such an agreement. One of the 
important things we have to recognize is we are not equally 
capable of product innovation with the United States. 


There are significant differences in the product inventories 
between Canada and the United States. I think it is important for 
this committee and for the federal government to recognize that 
our inventories of products in the two countries are not equal. We 
do not start from the same spot. This product inventory sets the 
context for any bilateral trade agreement, especially since we do 
not have the same climate in both countries for product innovation. 


IAG juste x, 


I will now talk about public policy expenditures because 
these, in many ways, dictate the structure and scale of product 
innovation in the US market. They also determine the form of 
commercialization of these products and the strength of the 
corporate groups that maintain this overwhelming 
government-industry interface, particularly in the United States. 


As 1 said earlier, this is not a recent phenomenon. The US 
government has been at this for almost half a century. The 
significance for bilateral trade lies in this inventory of skills 
and product knowledge that has been produced by public procurement 
activity in the United States. The US government has provided a 
direct financial-commercial benefit to its private sector by 
becoming one of the largest purchasers in the world of research 
and development for product development and innovation. This is 
not something that happens in the consumer market; this happens in 
a public policy process. 
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US public policy in all its manifestations--that is, in all 
its expenditure programs and its legislative activities, 
particularly its educational spending, military spending, 
technology promotion, research spending, taxation programs, trade 
linkages and public policies towards investment and capital 
markets--provides for a significant product innovation climate 
that is directed towards its private sector corporations and its 
large-scale government institutions. It is these differences 
between Canada and the United States in social and economic 
organization that I believe cannot be ignored in the consideration 
mi free trade. 

















| Canada, by contrast, has in the last 30 years pursued social 
policies in which personal support programs were emphasized--that 
is, our social safety net. US government policies have emphasized, 
particularly in the last decade, programs directed towards 
‘corporate and product support. It should not surprise us then that 
after half a century of this kind of activity the United States 
‘product inventory significantly exceeds ours. 


| If we examine the scale of US government support to product 
development, we will have some understanding of the difficulties 
of future competition in this field. We can gain some 
understanding of why the upcoming Canada-US trade negotiations 
must recognize one of these two outcomes: 


We have to go in and have some agreement in which Canada and 
its public policy freedoms towards product innovation and support 
‘programs can be protected and preserved. If we give those away, I 
believe we will be in real trouble. 


If we cannot achieve that, then we need some form of joint 
product innovation program, such as the previous defence 
industries production sharing agreement, which has been in place 
for some decades, or perhaps the auto pact. But these must be 
incorporated into the agreement:, and perhaps it has to be done by 
industry sector. 


I present a number of pages to follow. I am not going to go 
ithrough them all, but I would like to ask the committee to 
concentrate on the underlined sections. They are drawn from the 
1984 US budget, and I think they set out some of the scale of the 
‘activity by the US federal government. 


One of the important things you should recognize is that 
within the United States the federal government funds about half 
the nation's total research and development capacity, including 70 
per cent of all the basic research undertaken in the country. 


On the top of page 8, there is a set of figures I would like 
to refer to later. They talk about what the US Department of 
‘Transportation has done in the mass transit industry. As you can 
‘see in the underlined sections, it talks about this budget being 
available for demonstration of innovative management techniques, 
advanced technologies, managerial training and university research. 
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About 10 per cent of that budget in 1984 and 1985 is for 
research and development, which runs at about $400 million per 
year. That is notira particularly significant expenditure on the US 
government's side. Because of its smallness in relation to other 
expenditures in the United States government, it has allowed the 
Canadian industry to penetrate a market. It has not been a 
priority market or activity of the US government. 


But if you go to section B on page 8 you will see that the 
total US government federal research and development programs and 
support for basic research run at about $46 billion per year. This 
is not consumption; this is investment. This is the US government 
creating products. Whether they be military or commercial 
products, they are investing in product innovation. The three-year 
total since 1982 adds up to $124.6 billion. That is equivalent to 
all the expenditures of the government of Canada in one year. 


It is not surprising then that a phenomenal supply of 
products is being developed in the United States. If you look at 
the support underneath that just for basic research in physical 
and engineering sciences and life and other sciences, they are 
spending $3.8 billion and §2.7 billion. 


Mr. Brandt: May I interject? Of the $124 billion, which 
is a very significant figure, can you indicate how much of that, 
or do you know how much of that, is directed towards military or 
defence research? 


Mr. Foley: That comes on the next page. It shows about 
65 per (cent ofoit,; or $30bitiion, dis iin *defenceracbivities: 


What I would like to do is to concentrate your interest in 
those-underlined sections where it says the federal government 
funds about half the nation's research and development. Six 
federal departments and agencies, the departments of defence and 
environment, the National Aeronautics and Space Administration and 
so on, provide over 95 per cent of the total federal funds for 
research and development and for basic research. The next item 
notes that 65 per cent, or $30 billion, is defence research. 


However, let us go another step. Look at the line right 
underneath that. Here is the United States administration 
recognizing jthat in addition (to;directsrunding foLSR Vand Deait 
encourages private investment in R and D through tax incentives, 
patent policies, antitrust policies and regulatory relief. 


Flipping over the page, you see some other declarations of 
the United States administration in the underlined sections. "The 
significant increase in support of basic research, largely at 
academic institutions and particularly in phy sical and engineering 
sciences, reflects the administration's view that such support is 
vital to the long-term economic growth, particularly in 
high-technology industries." 


Going along to the next section: ''...thus providing the 
foundation for technological advancement of the nation, the 
federal government supports basic research, not only to meet 


. 


1 
jagency mission needs"--that is, not only for the direct use of 
those agencies--"but also in the broad national interest because 
jthe private sector does not have sufficient economic incentives to 


make adequate investments." 
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It would seem to me that is a declaration of the United 
States administration that it is, in effect, directing a product 
innovation process in direct support of the private sector through 
public policy. 





| Later, on the third or fourth line down in the underlined 
section, it says they will conduct basic research "by encouraging 
greater and more creative interaction among university, government 
fand industry scientists." 


| Farther down, it says, "Tax incentives, reductions in the 
burden of regulations and other economic measures of the 
administration are designed to encourage increased private 
|investment in R and D." 

| The effects of these changes in its budget will be 
government-wide support of basic research, which will grow in real 
terms by more than four per cent in 1984 and will further 
strengthen the foundation for long-term technological advancement 
and economic growth. 









| The next page talks about the National Science Foundation, a 
creature of the United States federal government which spends 
roughly $1.3 billion per year. It is receiving an 18 per cent 
Mmncrease, from $1.1 billion to $1.3 billion. The 1984 program 
includes "an 18 per cent increase in support for the conduct of 
basic research, with special emphasis on physical sciences and 
engineering sciences such as materials, physics, mathematics, 
electrical, computer and chemical engineering." 


Flipping through the next page, you see the energy research 
and development programs. At the bottom of the page, this program 
spends somewhere around a billion dollars per year. It says, 
"Federal support should continue and be increased for a balanced 
program of long-term research focused on areas where the private 
sector has little incentive to invest because the risks and 
payoffs are either too long range or uncertain or the benefits 
cannot be captured by the private investors." 


Moving on to the next page, the National Aeronautics and 
Space Administration spends about $6 billion a year. They 
underline this: 'The budget proposes a joint industry/government 
-cost-shared development of an advanced communication technology 
|satellite." ; 


In the last underlined section, it says, "Examples of 
increased R and D activities include the. advanced composite 
materials for large aircraft structures, large computer-based 
aerodynamic simulation capability and advanced rotorcraft or 
helicopter technology." 
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Going over to the rationale for NASA's administration 
expenditures, you see some underlined sections on page 14. It 
says, "The advanced communication technology satellite development 
project will permit continued United States leadership in 
satellite communications technology with federal funding limited 
to the longer-term, high-risk technology elements." 


Ceo Up ails 


For aeronautics research and technology, it refers to the 
highest priority technology development efforts that are 
“Important ror the National security anG civil aviations. put 
unlikely to be financed by industry, would also be supported. 


~I go over to the next page, the National Science 
Foundation's budget. "The administration's view is that. such 
Support is vital to the long-term economic growth, particularly 
forythe high-technology” indusericc, sand,  lurther, Uiateer FOmr se Dy 
these agencies and others would help increase the DEQUUCE IVIL YVEOL 
the nation's research enterprise.’ 


Those are just some excerpts from the 1984 administration's 
view of why they spend roughly $50 billion a year on product 
innovation. It clearly seems that there is a product strategy to 
excel and to achieve dominant market share, both in the United 
States and elsewhere, in all of those technology areas. 


Mr. Chairman: I am trying to grasp the source of this 
document. 


Mr. Foley: It is the US government's 1984 pages S 
administration submission to Congress. 


bir Chaittman: Similar teroureest imates. 


Mr. Foley: Yes. 


Mr. McFadden: For the 1985 one, do you have any handle 
on it? Are they showing increases or decreases? 


Mri Foley7"As iteis stibuiicted, 1t shows increases in 
most of these areas, but it is not clear yet, even though we are 
almost through 1985, how much of the budget survives and how much 
does not. In a sense it operates on an annual basis, and you find 
out in 1986 what the budget was for 1985. 


We will use 1984 because it was clear how both the Congress 
and the administration was viewing those expenditures. What that 
was attempting to show is how we got to a point where I believe we 
can safely say we do not start from an equal position with a 
product inventory in a bilateral trade agreement and that the 
history of the United States has been to support its industries in 
mammoth ways. 


If you ask what has been the effect of this for 50, 30, 10, 
even for the last’ five years, *iiswevgo to@paze=16)" l°have 
attempted in a very simplistic way--and I recognize it is 
simplistic--to show you a contrast between the Canadian economy's 
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and the US economy's industrial structure. What I have done is 
fisted Canada’s top 40 industries as listed in the Financial Post 
500, and the US top 40 industries as listed in the Fortune 500. 


There is a table there on page 16 that shows you what these 


are. What is surprising to me is that while the US top 40 


industries are made up of significantly different commodity and 
product suppliers, they account for about only $800-billion worth 
of total sales. The Canadian top 40 account for about $200-billion 
worth of sales. What is clearly illustrated here is that many of 
the top 40 in both countries are the same companies. While they do 


not consolidate their income statements in Canada, the energy and 


automotive companies clearly dominate those. To that effect, they 
skew the top 40 Canadian companies with a much higher sales 
activity than would otherwise be the case. 


Let us concentrate on what these companies are made up of. 
We find that if we exclude automobiles and energy, Canada's 
product line is dominated by a variety of consumer goods, 
retailers, transportation and public utility companies, whereas 
the United States product line is dominated by a wide variety of 


high-technology manufacturing industries, consumer goods, 


chemicals and computers. 


If you look at that makeup in aerospace, chemicals, computer 
and communication, and electrical equipment, those companies have 
all been the beneficiaries of that massive public expenditure 
program that 1 just outlined by using the 1984 budget of the 
United States as an example. 


Canada's top 40 companies also include eight crown 
corporations, whereas the US top 40 do not have any 
government-owned institutions. I believe this is a reflection of 
both our capital base and the US public policy of providing 
enormous research and development support for private-sector 
corporations. It is therefore obvious that our national industrial 
Strengths lie in different sectors and that we risk being locked 
into resource-dominated product lines unless we take special care 
to ensure that our ability to use the power of public policy to 
develop products is not compromised in any free trade agreement. 


In my mind, Canada's future economic prospects lie in our 
ability to mobilize our high-capacity technology and more 
competitive industries. We must not trade that away. Our major 
industrials, the energy and the automobile industries, are US 
owned, and the auto trade pact already defines the trade in the 
auto sector. What is left to negotiate is freer trade in resources 
and the need to protect our very limited capacities to develop 
industrial products. 


When the sales of the top 40 US industrials already exceed 
by six times the total expenditures of the governments of Canada 
and Ontario combined, Canadians have no option but to be selective 
in their product-line development choices and strategies. I guess 
that is where I came in. 


While it may sound like the industrial strategy debate 
again, I do not believe we have a choice. If bilateral trade is 
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only an excuse to stop us from picking winners and losers, I 
suggest we have to negotiate some protection for our public policy 
abilities to choose our product lines. We cannot compete across 
the whole range of product line, given the rate of technological 
change and the intensity of global competition. 


I read Mr. MacDonell's first briefing to this committee and 
it was my view the committee was impressed by the rate of change 
things have undertaken in the past 10 years. I think a number of 
your members talked about the whole order changing. It would seem 
to me that if in that whole order changing we try to be everything 
to everyone, we will not make it. Therefore, perhaps selection 
becomes more important rather tnan less important, given bilateral 
trade negotiations. 


If we compare our own public: policies towards providing a 
climate for innovation in the private sector, we find in Canada 
significant ideological barriers to government support for the 
private sector in contrast with very pragmatic industry- and 
corporate-building policies in the United States. 


Asan aside, §2tMis clear vtosme that°if, in-thesUnited States 
the government had entered into a program such as building and 
sponsoring short-takeoff-and-landing aircraft or business jets, as 
Canada did with Canadair, it would have never promoted a program 
of forcing two companies into a mammoth debt position to be 
written off against commercial sales. They would have provided 
significant military contracts for the design and development, 
would have written them off against the US budget and the company 
would have had a fee-for-service contract by which it would have 
increased its capital base by writing up those sales as profits. 


In Canada, we have generated a process by which we believe 
that much of this activity now is subsidy, where we generate what 
we might call intelligence or intellectual losers by the way we 
finance product development and product innovation. I suggest that 
McDonnell Douglas, Boeing and others, who may well be purchasers 
of our two companies, have obtained significant parts of the 
profits that would go into buying those corporations from US 
government procurement policies in both an aerospace and military 
context. 


When the National Aeronautics and Space Administration 
decided to go to the moon in the 1960s, one of the results was a 
tremendous demand for the development of computers and 
computer-based products in the private sector, a demand created 
and financed by public policy, not by the consumer marketplace. 
However, it was supplied by the private sector, I might add at 
significant enhancement of the balance sheets. 


I think we all understand that similar kinds of benefits 
flow to the US aviation, computer and engineering industries from 
the US defence establishments and their development programs. I am 
not advocating a defence product line for Canadian public policy, 
but I am advocating the need to recognize the requirement for 
strategic public policy product goals and investment in sectors 
where Canadians can demonstrate superior economic and 
technological capabilities. 


} 
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Without such public policy initiatives in Canada, even at 
our greatly reduced size and scale, it would seem to me that free 
trade between Canada and the United States involves only resource 
agreements for energy, raw materials and foodstuffs, perhaps with 


some specific additional pact relating to upgrading the automotive 


agreement. 


Without understanding the product’ lines of each country or 
recognizing that significant product inventory developments do not 
always emanate from or have their genesis in consumer market 
Operations, it is impossible to define what a general trade pact 
between Canada and the United States should look like or how one 
would determine its impact on future Canadian economic activity. 


It is my expectation, however, that after a short-term 


adjustment resulting from a completely open-ended free trade 


agreement, we would have difficulty maintaining a product profile 


or a significant product development capability independent of US 


public policy, unless such a prospect was specifically included in 


a free trade bilateral agreement. 


(2:40 p.m. 


There are three critical issues you should think about. What 


products will we have to trade and, more importantly perhaps, who 
are the players in the trade agreement that will set the future 
product lines? It is not clear to me it is going to be the 
|corporate groups in the two economies that will set the future 
product lines. Will it be individual consumer action, or will it 
be the large corporations or institutional and government bodies 
exercising their procurement decisions that will define and 


control the product innovation process within continental North 
America? 


Finally, how will public policy as established by 


governmental institutions, particularly those in Canada, be 


allowed to affect the distribution of expenditures and the 


procurements in the marketplace if our Canadian governments are in 


a competition with the US governments for product innovation. 
Given the size of the budgets I have just talked about, I think we 


would lose. 


Each of these questions is complex. However, I would like to 


“suggest that the rules for public procurement, that is items 


bought and sold by public agencies, or purchases controlled by 


public agencies, including our product specifications--I would 
like to say more about that later--will produce contentious public 


policy issues on both sides of the border. It is not clear how a 


bilateral trade agreements sorts those issues out. 


For instance, minority business rules and regulations, 


national security, long-established government-industry 
relationships, including those relationships among industry, 
universities and the educational institutions, will impact greatly 
on any US-Canada trade agreement in so far as it relates to 


product innovation. 


As an example, it is not clear to me that Canadian 
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enterprises can effectively compete for the replacement of the US 
air navigation system which will serve all airports. What this 
committee might be interested in knowing is that there are a 
number of proposals to replace the entire navigational system in 
all airports in the United States. This looks to be about a 
$6-billion to a §$/7-billion purchase. 


Particularly as this must interface with the military 
control system and therefore could be claimed to be a strategic 
purchase, this purchase will be worth several billion dollars. If 
the US government agencies sponsor this work, it is clear that the 
size and scale of the procurement will produce significant product 
innovation which will be used by American corporations to compete 
on a world-scale basis, including I submit Canadian end uses when 
we go to replace our air navigational system. 


Can Canadian companies effectively compete for US military 
business and perhaps other public procurement programs when much 
of it must, by its nature, relate to United States national 
security issues? I believe the same reservations apply to the 
space administration programs and perhaps more mundanely the Coast 
Guard and dozens of other operations, agencies of the US or state 
governments. 


On the other hand, I think experience shows us there is no 
doubt about the ability of US companies to compete in the Canadian 
government procurement markets, even in our defence markets. I 
would not be at all surprised if, when we replace our air 
navigational system, it will be a US product that we purchase. 


There is no corresponding size or skill of marketplace in 
Canada. Therefore, -in so far as the public policy aspects of these 
expenditures create new groups of products and new innovations, it 
is highly likely that US sources will dominate all product 
creation in these marketplaces. Thus a generalized trade agreement 
that does not recognize the difference in product inventories and 
product strategies of the two countries, and the ability for equal 
product innovation and creation, is going to serve Canadian 
industries poorly. ' 


This will be the case, and I think this is important as you 
discuss free trade, for all products with the exception of 
products I call nondifferentiated or low-knowledge-based products 
such as energy--natural gas is natural gas, crude oil is crude 
oil, steel is steel, and so on--and some agricultural products. 


Lssubnitvtotyou°that Psywhy politically sinsthis¥cotntry, 
regions within Canada that have largely nondifferentiated products 
have the least to fear from bilateral trade and therefore they are 
most supportive. Negotiating this agreement to preserve this kind. 
of product creation and product innovation process is going to 
require enormous talent and foresight. The committee might look at 
the examination of bilateral trade and structure it on three 
bases: perhaps an agreement that relates to nondifferentiated 
product segments; perhaps a different form of agreement that would 
relate to those highly differentiated product segments; and a 
different structure that might relate to public procurement 
product segments. 
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The rules might be different in each segment, the time 


phasing might be different, and there may be products to which 
these rules would be exempted. 





| Let me now go to the second point: governments as customers. 
I have just indicated that I believe governments vastly influence 
and affect the suppliers, who they are and what products they 
have. But governments are customers and it is important in the 
free trade debate that the difference between consumer goods and 


goods bought by governments be understood. 


When we speak ideologically, as we so often do in Canada, 
about the importance of market-driven policies for the economy, we 
generally refer to--even though we do not always recognise it-- 
personal consumer products which are sold to millions of 
individual buyers and where the tariffs have been applied 
historically to control the penetration of different sellers to 
these buyers. That kind of market is a very different market from 
| the one in which I operate, in which governments purchase 


large-scale goods on behalf of their constituents. 


In this market, the governments who are the customers 
control the product development and the product definition. It is 
important to understand that governments are controlling the 
product definition by process of policy. As I demonstrated 

earlier, they control even the size of the market by public policy. 


The rules of trade, whether they are declared or undeclared, 
'in public capital goods that governments purchase will have a 
major impact on our ability in Canada to create products. This 
kind of purchasing applies not only to public transportation, 
which I know something about, but education, communications, water 
supply, health services, energy systems and wherever collective 
buying on behalf of individuals occurs. It is clear in the United 
States that much of this occurs by private corporations operating 
under government contract. 


The rules of trade in this marketplace are now tilted very 
much in favour of the US, whose governments and industries have 
long understood the importance of government-industry co-operation 
in product development and innovation. But the next item is 
equally important; that is, they declare the product 
specification. They actually define the design considerations. 


The combination of US research and development and the 
exercise of these public procurement policies has defined most 
North America capital goods product specifications. It is very 
Sedifficult for a Canadian company to define a product specification 
over and above the US government's product specification processes. 


The magnitude of the US market, just its size and scale, 
compared to the Canadian public market, means that Canadian 
industry must by virtue of economic reality design and produce its 
product to meet that marketplace and its specifications. I will 
give you an example that is close to home. We are currently 
_tedesigning most of our public transit products to be built with 
stainless steel, primarily because the National Fire and Safety 
Code Administration in the United States has come out with a set 
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of performance specifications that would make it almost impossible 
to sell rail transit cars using aluminum. 


That specification will mean virtually total readjustment in 
the North American industry and force us into a stainless steel 
conversion; not so much because Canadians require a stainless 
steel product or that there is a general acceptance of these 
regulations, but simply because they will become the accepted 
practice in the United States and we cannot afford as producers to 
have two different design criteria, one outside of the US market. 


2500 (pom. 


Furthermore, there is considerable evidence that public 
policy in the United States determines the organizational 
.structure of the marketplace. Examples of US local preference 
rules and regulations that control the structure of urban 
transportation industry in the United States are provided in some 
appendices. 


I would like you to flip to appendix D. On the second page, 
under (c),J/thevfiourth. line, Put states, = The! Port: Authorityror New 
York invites us to submit a combined proposal for,'' and under (c) 
it states, "the manufacture of these cars within the port 
district," then further down it says, "or in a newly established 
plant within the port district; 60 per cent of the new car shells 
must be fabricated in the port district and no more than five cars 
may be totally assembled outside the port district." 


Clearly, any Canadian firms which bid--we did bid this 
job--took exception to that requirement and lost it. It is clear 
that the US local preferences operating at a local level by the 
port authority have defined that the assembly and fabrication 
process of that product must take place within 25 miles of the 
Statue of Liberty. 


The minority business rules are set out in appendix B. The 
buy America components are set out in the final assembly rules in 
appendix C. I will come back to those a little later. 


When a US government, local, state or federal, writes a 
specification for a $1-billion transit system, for example, it 
defines who can participate and who is excluded in that supply. 
When the US federal government in 1980 decided that public transit 
investment was a good place to start budget cutting, as Reagan did 
in his no-new-starts policy, it redefined the entire market for 
new transit system suppliers. When the US government set a 
requirement for 50 per cent US content in any transit equipment 
supplied to American cities which use federal funds for 
purchasing, that forced foreign suppliers of vehicles to use 
American sources for major components. 


I would like to take you to appendix E and show you the net 
effect of that. If you flip through those three pages which set 
out the history of all bids in the urban transportation 
marketplace since 1970, you will see that the fourth column gives 
a list of winners. In the first two pages you see that American 
suppliers dominated the market until about 1976. What is more 
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important is to watch what is happening in the far right-hand 
column, the country of origin of propulsion suppliers. Those are 
all American suppliers, General Electric and Westinghouse. 





| As you flip over the page, you will see that foreign 
suppliers got a greater penetration into the US market on the 
vehicles and the assembly of those vehicles. Lo and behold, 
because of the 50 per cent buy America content rule, the 
propulsion suppliers stayed exactly the same. The highly valued 
high-technology goods in US transit markets are all supplied under 
the 50 per cent content rule. | 


Subsequent to the erosion of the US supplier's position as a 
prime contractor--that is, the country of the winner; as you see 
from 1976 on, Canada, Germany and Italy took on more of that 
-market--the US government then introduced final assembly criteria 
which said that not only will you have 50 per cent of your product 
produced or purchased in the United States, which protects the 
}electrical suppliers, but you will now final-assemble your vehicle 
fin the United States. 


| That has increased costs significantly to Canadian and 
foreign manufacturers. They have to split their plants into two 
parts, one which does the primary assembly and another that does 
the final assembly. 


| I am going back now to page 23, the last paragraph. The 
results of these product preferences is to produce a North 
American transit market which is almost totally dominated by US 
propulsion suppliers. An examination of the history of urban 
transit bid tenders shows that despite an increasing success rate 
by foreign transit suppliers, particularly from lower-wage 
countries--that includes Canada if we look at our balanced wage 
rate, given the effect of our currency--in supplying these transit 
vehicles, the US propulsion suppliers have preserved their markets 
'as a result of selective product and procurement preferences 
established by the US government. 


Canada, and particularly Ontario, ought to-have no 
embarrassment concerning our procurement practices in this field 
‘in so far as North American trade is concerned. This brings me to 
the detailed statements on impact on the transportation 
industries; that is, the potential impact of wide open free trade 
'rules on the commercial viability and product development base of 
the public transportation supply industry in Canada. 


| Canadian public transit policy has been strongly supportive 
of and co-operative with the public transit industry since the 
1970s. Such a policy has enabled our industry to grow from a basic 
rail technology, which was imported into Canada in 1954 for the 
Toronto subway--the cars were made in England, and the Montreal 
subway in the 1960s was French technology--into a major market and 
even the dominant supplier in the United States today. 


Appendix H shows that in the 15 years since 1970, Canadian 
|rail transit suppliers have taken 56 per cent of the $1.8-billion 
‘market for equipment and systems in which we have participated. 
Where we did not win, we have demonstrated a capability to be well 
,within 10 per cent of the winning bid on seven of 13 occasions. 
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During this period, these same bids were subjected to the 50 
per cent buy America content and the final assembly requirements 
of the US governments as well as the very substantial requirements. 
for minority business enterprise participation and local 
preference requirements. 


For example, in our Boston bid, we supply about 20 per cent 
of that contract to minority businesses in the United States. In 
Detroit, 26 per cent of the total contract must go to minority 
businesses” ine the? United Sttates.7 In«the Santart Clara4 California: 
area, our contract requires in excess of 15 per cent of that 
contract to be given to minority businesses within the area. 


Mr. Ferraro: Are these arbitrary figures they come up 
with?- 


Mr. Foley: They are selected. They are arbitrary ata 
point, but they are written into the contracts. 


Mr. Ferraro: Are they selected for the region? 

Mr. Foley: Yes. As the procurements are being ratified 
by local councils or funds are being voted on by local agencies, 
it is at that point the minority business community injects 
through its lobby processes what targets or goals will be written 
into the contracts. 


Mr. Ferraro: I was wondering how they determined it: on 
the basis of foreign exchange, lobbying or a combination. 


Mr. Foley: It depends on how strong the lobby is in the 
local area. 


Mr. Taylor: You do not have any Canadian comparables, do 
you? 


Mr. Foley: Do you mean of minority businesses? 

Mr. Taylor: No. I am thinking of the general thrust of-- 
Mr. Foley: Not in this area. 

Mr. Taylor: I was thinking of the frigates and-- 

Mr. Foley: We have offset agreements which say that-- 


Mr. Taylor: --and the way the contracts are written too; 


you are penalized if you go outside a certain radius of Montreal 
or whatever. 


Mr. Foley: No. I have never seen anything such as '25 
miles from the Statue of the Liberty" written into a contract. 


Mr. Taylor: No. We do not have a Statue of Liberty here. 
Mr. Foley: Or the Brock monument. 


Mr. Taylor: We have something as significant. 
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Mr. Foley: I include the statement that we are 

optimistic about our ability to compete in this market, which we 
forecast to be $5.1 billion in purchases over the next five years. 
I show that in appendix G. However, we need to continue to improve 





Our competitiveness in product and puntere ichee ie) processes to retain 


Our market share. 


The US market is the largest single marketplace for rail 


transit in the world today, but it will be superseded by growth in 


Bthe ThirdtWorld. During=the mext 15/years,..the US market is Vital 
to us and any company that aspires to be a world-class supplier of 
transportation systems. Our goal is to expand our business on a 
world- ‘scale basis, and our immediate objective is to enhance our 
competitive ability to supply the US market. 


Because governments are always our customers, the public 
Binds spent will demand a high proportion of domestic contribution 
to the purchased product, whether it is in the United States, 
irazil, Japan, or Canada. At the public level in Canada there are 
isignificant provincial procurement preferences. 1 suspect this 
committee has already been subjected to some consideration about 
what we do about Canadian provincial and national preferences. 


As I stated, there are many nontariff barriers relating to 
minority bus inesses, local assembly and buy America product 
preferences. It would seem that on a national scale at least we do 
mot need to go into any bilateral trade negotiations apologizing 
for our parochial or product preferences. All these issues present 


major difficulties in arriving at a completely free trade flow in 
this industry. In these product areas, perhaps the objective 


‘should be more limited to reductions in the nontariff barriers 
without the elimination of “them all, 


3 ame 


I have some specific suggestions with regard to the free 


trade agreement. 


iz In the United States, the primary interest has been to 
protect the high-valued electric and electronic component 
suppliers; hence the 50 per cent domestic US content requirement. 
We do not have such an industry in this country. Therefore, under 
liberalized free trade, it could be of significant benefit if the 
US final assembly requirements were eliminated in total and the 50 
per cent content rules reduced to approximately 35 per cent for 
Canadian suppliers. 


A similar preference rule could be applied in Canada for US 
Suppliers wanting to enter this market; that is, there could be a 
general reduction, getting rid of final assembly operations but 
recognizing that there may have to be some protection for US 
propulsion suppliers. 


| In return for maintain ing minority business enterprise 
regulations inherent in the US procurements, Canada should be 
allowed to maintain significant elements of its regional and 
provincial industrial development programs and continue 
significant product development programs in this field. 


! 
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I believe there is marketplace evidence today that the 
Ontario-government-driven, product-oriented industrial strategy 
based on urban transit products has worked in Canada and Ontario. 
Public policy in Canada at the national and provincial levels has 
had a strong focus on this product innovation and this industry. 
It has led to an increasing international market share, 
particularly in the United States; we have 56 per cent of that 
market. 


What is particularly noteworthy is that this market share 
has been gained at the expense of both the US and offshore 
suppliers. US public policy in this product area has been neutral 
or negative. However, had the US government had as equally 
forceful a product policy as it does with aerospace and computer 
industries, it is my guess that Canada's product innovation 
programs would not have succeeded as greatly. 


Appendix A provides a recent report on UTDC's job creation 
results based on its current order book. It shows the creation of 
about 6,000 jobs in the past four to five years in Canada because 
of this industrial program created specifically by the federal and 
Ontario governments. It is clear that these jobs have been 
obtained by two interactive processes: (1) a proactive product 
development strategy by Canadian governments and (2) a procurement 
preference policy that provided a base business in Canada that 
allowed the industry to be competitive in the US market. 


It seems to me therefore that any bilateral trade agreement 
must have some element in which this product support strategy at 


the public level is given recognition, and such policy instruments 
must be allowed to work. 


I have read that much of the US congressional and local 
protectionist pressures claim that such public expenditures in 
product innovation constitute subsidies and unfair trade 
practices. However, it must be recognized in any bilateral 
agreement that public policies inherent in Canadian product 
development strategies and our own government procurement 
preferences are similar if not identical to those evident in the 
United States towards institutions such as the National 
Aeronautics and Space Administration, the military and 
quasi-military agencies, public research agencies and state and 
local governments' economic and product development strategies. 


We must seek an agreement that these practices are not 
necessarily unfair trade practices. If such items are deemed to be 
unfair trade practices, then the entire product strategy related 
to enhancing the urban transportation industry, both in Canada and 
the United States, will likely violate such a trade agreement. 
These policies have resulted in Ontario and Canada gaining a 


Significant and perhaps disproportionate share of the public 
transportation marketplace. 


I will end by suggesting that if the only thing liberalized 
free trade offers is a guarantee of overwhelming competition, it 
does not serve our- interest. If it provides for a strengthening of 
our product development and our ability to create large-scale 
industries that can operate on an assured North American basis, it 
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does serve our interest. A free trade policy which ensures more 
rapid industrial adjustment of uncompetitive industries through 
its guarantee of competition must be balanced by considerations 
which ensure greater opportunity for industrial innovation. 


Mr. Chairman: We know where you stand. 


ME peaudl. ie sappLouch yOu, are, proposing, as i “teaq It 
in your brief and as you articulated it during your presentation, 


appears to be one that favours a sectoral approach, specifically 


pointing out the industry of concern to you, the transportation 


industry, and the transit field in particular. 


From comments we have read and from statements made by some 


us politicians, we have been led to believe that they do not 


favour a sectoral approach but are looking more at a comprehensive 
global agreement that would cover all sectors. Have you any 
indication that a sectoral approach might work? If so, what would 
give you any reason to have confidence in proceeding in that 
direction? 


Mr. Foley: Every time I hear about a sectoral approach, 
I hear about individual product categories. On page 21 of the 


brief, I have taken this into consideration in that I believe 





there needs to be a comprehensive free trade agreement, but 
"comprehensive" does not have to disregard the fact that the 
product lines of our countries can be categorized in a 
multifaceted way. As I have suggested, there is a 


| nondifferentiated product area; it largely happens to be made up 


of resource, energy and agricultural products. Then the 
marketplaces operate differently. 


A second segment could be what I call the highly 
differentiated products; that is, high-technology and manufactured 
goods. However, there would not necessarily be segments called 
aerospace, transportation, machine tools and so on. The third 
segment would be what is inherent in the public procurement 
processes. 


What 1 think you ave. talking about is .that. these relate’ to 
different marketplaces, different ways in which the markets 
Operate and innovation takes place and how institutions operate, 
such as governments, research agencies and corporations. An act in 
Congress, from where I see it operate, might buy such an approach 


“whereas it would not particularly buy one dealing with lumber 


separate from mineral or transportation products. 


Mr. Brandt: I gather that if your industry were limited 
to a domestic market of, say, 25 million, just Canada, it would 
change very radically the approach you use in marketing the UTDC. 
Perhaps you could respond as to whether UTDC could even survive if 
it were not an exporting company. s 

Mr. Foley: I would think it should collapse under those 
circumstances, because all you would be doing is changing pockets. 
If the governments of Canada were the only purchasers, it would 
seem to me you would have to own the industry. Perhaps you would 
want to enter into some sort of long-term contract with private 
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sector people to do the manufacturing. However, 1 see no reason 
why a company ought to exist if its sole market is Canadian 
governments. 


Mr. Brandt: Is ‘that true:.of any company ‘or just yours? 


Mere Foley: ficdognothrecoanizekthact, bherer are amany 
marketplace characteristics if I ccme down here and negotiate a 
price with the minister and then go to Thunder Bay or Kingston and 
build it, when the design, fabrication processes and everything 
else is being controlled by the government. 


Mr. Taylor: Where you go depends on how many jobs are 
needed in Thunder Bay or Kingston. 


Megs boley.2 Exaculys Loegwouldgpe di fiicult .coprezotrate 
wage agreements under those circumstances. It seems to me you have 
a similar situation to that of the post office under the criteria 
that you are not exporting, that no profit test is ever applied 
and that product prices are to be optimized or minimized. In a 
sense you are simply nationalizing the industry. 


Mr. Brandt: Maybe I did not ask my question as clearly 
as 1 had intended. 


Mr. Mackenzie: I liked the answer. 


Mr. Brandt: You can have a supplementary. Let me ask a 
series of short questions. Is a market of 25 million a viable one 
for a transit manufacturing system such as yours? 


Mr. Foley: Yes. I would think the size of the Canadian 
market could produce a viable plant capacity that would be 
commercially self-sustaining. It would not spend very much money 
in product development. It would have to be highly organized in a 
sense. The problem with the figure of 25 million is that you have 
to think about cities. There are only about four markets in 
Canada. There is a small market in Edmonton and Calgary. There is 
one in British Columbia, and there are ones in Toronto and 
Montreal. If each market were properly organized and came to you, 
you could sustain the plant, but it would be difficult and perhaps 
would produce marginal profits. 


SiO pein. 


Mr. Brandt: Again I am looking at the downside of any 
protectionist policy that may intensify in the United States. It 
is already a serious problem. You were not here this morning, but 
I raised the very question of your industry having difficulty in 
penetrating certain markets because of preferential buying 
policies in the United States. 


Would an industry be able to survive such as would be 
envisaged under a totally domestic situation where all the sales 
were made in Canada with no exports? You indicated it would not be 
able to get into research and development in any significant 
fashion. Would it be able to survive intensive world competition 
without protectionist barriers? 
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Mr. Foley: Would the Japanese be able to underprice us 
in our domestic market? 


Mr. Brandt: Ultimately; perhaps not in» the first year or 
the fifth year, but by the end of the decade or whatever. 


Mr. Foley: There is no doubt that with such a limited 
market--you cannot not. do product design. You would have to spend 
some money doing it. The margins would probably be so low you 
would end up doing one of two things: either running your plant 
down and into the ground, which is a short-term policy, or by 
putting so much pressure on labour unions and wages that you could 
not sustain the labour skills you want in the industry. I would 
say that is fundamentally a going-out-of-business strategy. 


Mr. Brandt: .1 came rather. clrcuitously to. what I am 
trying to arrive at, but I think I have the answer to my question 
in that last sentence. I was trying to find out whether your 
industry could survive without exporting in the fashion in which 
we understand it to be doing at the moment, without the intensive 
research and development, without the rather aggressive marketing 
and other activities you have been carrying on, with some 
substantial degree of success recently. You are saying that, 
because of the world market, in all probability you could not 
survive if you did not export. 


Mr. Foley: I do not think we could survive nor do l 
think it would be worth the risks governments have to take, 
whether they support the industry as they might with the 
Bombardier program or whether they own the company as they do with 
us. We would not survive without some export traffic. I can give 
you a perfect example. 


We have two orders at Thunder Bay that relate to domestic 
production in Toronto and we have two other orders, one in Boston 
and one in California. Any two orders by themselves would not make 
that facility viable. Add all four together and one can produce at 
Beprotitmand axprice@that issattiractivesto all: foun customers: 


If we were stuck operating to supply only the Toronto 
market, the goods would be higher cost and there would be 
Virtually no.pros@ts cin it By having that, domestic°bases we are 
able to provide attractive prices because our economies of scale 
are such that we can spread our fixed and overhead costs and our 
product design costs into a bigger marketplace. If that bigger 
marketplace were not there, there would be only two choices: go 
out of business or increase domestic prices on some kind of 
protected basis. 


Mr avBrandt:) Liisi) cteair sto: say -that,if;ithere -.is,:to ebe any. 
change in our trading relationship, particularly with the United 
States, but with other parts of the world as well, we should take 
into account the protection of such industries as yours that © 
require trade enhancement or freer trade. I am saying that for the 
benefit of my colleague at the rear. We require trade enhancement 
or some form of policy that would allow you to continue to 
penetrate those markets by some form of bilateral or multilateral 
agreement with other trading partners. That would appear to be 
eritical in your industry. 
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Mr. Foley: It is’ critical. I have some difficulty with 
the way in which we label these words in Canada. If I go down and 
talk to the United States administration, it would not use them 
that way. They would say: "We need to stimulate a communications 
technology program. What we have to do is use the Department of 
Defence or the National Aeronautics and Space Administration and 
create a major program to stimulate this technology and put it 
into practice. Maybe we will even be the front end. We will put 
the satellites up first and rent them to various people," and so 
on. 


They do not call that a subsidy at all. They call that 
technology promotion or industrial promotion and development. They 
do it through the private sector. Then they would internalize all 
those sai:es into their balance sheet. They would come up with an 
income statement and there would be a company that is a pretty 
attractive company. In Canada we do the’ same thing and we say we 
are subsidizing those companies. 


We tend to get down on ourselves by suggesting that we need 
that kind of a program to support industry in Canada. None of this 
would be happening in the United States if it did not spend $50 
billion a year doing exactly the same thing, but it does not call 
it subsidy or industrial support. They just say it is the good 
American way. 


I suggest that the same thing happen here in Canada, if the 
government of Ontario is going to spend, as it does, $100 million 
to §150 million a year in the procurement of public transit goods, 
and it decides that it wants to put those out into a process where 
it supports technological development and product 
commercialization. In the US these products do not only go into 
the marketplace in a research sense, but those contracts pay for 
tooling, for the training of the scientists, the training of the 
engineers and even the training of the factory workers. They do 
not call them subsidies. They just call them good old support to 
the American economy. 


If they are spending $1 billion in a decade and we do the 
same thing, somehow we are down on ourselves by saying this is a 
subsidy. 1 suggest that US companies could not be in the aircraft 
export business, the communications and satellite development 
business or the computer businesses if they did not develop the 
same kind of government support. 


In the automotive industry, where there has not been that 
kind of research and development support, along come the Japanese. 
Guess who competes with the Americans? 


We have the wrong terminology to a great extent. We are very 
much down on ourselves and we let a lot of people in the US 
Congress tell us that we are engaging in unfair trade practices 
when, in fact, they are doing exactly the same thing under a 
different name. 


Mr. Brandt: That is a tremendously interesting point. 
One of the differences in terminology is that when we enhance the 
competitive position of a particular company and it happens to be 
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a crown corporation, they look at that as being a direct kind of 
involvement in the private sector. What Mr. Foley is saying is 

that the same thing is done, only using a different mechanism and 
different terminology. I had not heard it expressed quite as 
clearly as you have just expressed it, but it is a very good point. 


Mr. Foley: Perhaps I can give just one example. The 
Boeing Corp. got into some difficulties in Boston about four years 
ago in providing light rail transit vehicles. Boston basically 
told them to take them back, they did not want them. 


Mipwalayloc sp50 did you. 


Mr. Foley: We actually got them in there, much to the 
chagrin of the labour union. 


They told them to take them back and they settled for an 
$80-million settlement. Two days later the Boeing Corp. received a 
$2-billion program for the MX missile. I look at the balance 
sheets of those kinds of companies and ask how in the world do you 
see product innovation taking place in Canada? 


If we look at Canadair and de Havilland, had they and those 
developments been financed under research and development 
programs, both of those companies now would be star companies and 
we would be considering them part of our great technological 
outlook. Instead, we financed them with debt. It would be like the 
US government lending the money to Boeing to sponsor the MX 
missile program. When they could not pay off the debt, we called 


them dogs. 


I suggest that what is going on in the US and the way in 
which they have used their commerical sector have produced this 
product inventory in which they are vastly ahead of us. We have to 
be careful when we negotiate that we do not let them tell us, on 
one hand, these are subsidies because we do it on a debt basis and 
we use crown corporations or other forms of government 
sponsorship, when they do exactly the same thing but they hold it 
up through the equity market to be privately operated. 


Mr. Hennessy: Looking at your document, are you saying 

that we should institute an agreement with the United States but 

get safeguards with regard to the protection of our plants? What 

is the bottom line? You have touched all the bases, but I really 

do not know what direction we are going and what you really mean. 
We compete against California, but I have to agree with you that 

if we did not have these foreign contracts, we probably would be 

in big trouble. We would not have that many people working at the 
present time. 


Are you in favour of trying to arrange some kind of 
agreement, but we still have to have protection in some areas? 


Mr. Foley: I do not like the word "protection," but I do 
not feel ashamed of asking for my cake and eating it too. 


Mr. Hennessy: Safeguards. 


3202 nem. 


Mr. Foley: We need a bilateral trade agreement. It 
should have three categories: one that deals with resource 
industries and what I call nondifferentiated products, 
agriculture, energy, mining, lumber and so on; one that deals with 
differentiated products, that is, where there is a technological 
design, where there are manufactured goods; and a third segment 
that talks about public procurement programs. Therefore, our 
protection does not have to be with a specific plant or a specific 
commodity. 


However, it does say that when governments in Canada support 
a product or industry, such as paying for technological 
development in a new high-speed, commuter rail car using some 
advanced technologies sens ssl Sy Stems, tEstSenoe axesubsidy 
to: that (industry «> -2= 


If those things were paid for, our product price would be 
lower because we would not have to charge it to our customers. We 
would be much more competitive than we are now. It is not 
protection; it is simply the operation of the same mechanisms that 
are used in the United States. 


Therefore, when you write your trade agreement, write it 
such that the rules will be structured in three specific 
categories. The one that deals with manufactured goods would allow 
governments in this country to pursue public policies for product 
innovation. 


In the public transit business, 25 per cent of our product 
costs go to design and development. In the United States, if I 
build a military airplane and then, lo and behold, the next day 
that same technology shows up in a commercial airplane, that is 
not protection and it is not subsidy. 


The rules must use the right language. We are all looking 
for protection. It is not that we are saying: "We are weak sisters 
and you should help us out," but, "The same rules you use should 
be applied to us. However, because we use different mechanisms for 
instituting them, do not call them unfair trade practices, 
subsidies or protection." Then we will be able to compete with 
anybody. 


Mr. Hennessy: Do you realize that in Thunder Bay there 
are about 400 people, give or take, working at the present time? 
If something did happen, that plant could close because it is 
situated 1,000 miles from Toronto, from the main stream of things. 


Mr. Taylor: It should be producing in the Kingston area. 
Mr. Hennessy: If I was a Liberal member, I would 
probably get*the:order; J. justwrealizedmthatatoostileam not that 
stupid. 


Mr. Taylor: You, are ‘right iniitheimiddiesof+this,one: 


Mr. Hennessy: Yes, I am right in the middle of this one. 
I am a little concerned about that so-called study you are making 
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in Thunder Bay and so are the people, but this is not the place to 


| bring it up. I am concerned about Thunder Bay because it is far 


away. If something happens there, they will close the plant, put 
the lock on it and that will be it. There will be a lot of people 
out of work. That town has had its ups and downs for many years. 


Mr. Taylor: It will keep my constituents working. 
Mr. Hennessy: I am not worrying about your constituents. 


Mr. Taylor: I know you are not, but we are talking about 
fair trade here too. 


Mr. Hennessy: We have snow up there; you have not got 
it. You are looking at the area of protecting the plants perhaps 
in Kingston. Here, to some extent, we are against a big giant and 
we have to look at some way we can compete with it. Once they open 
up and get the so-called grants or subsidies they get through the 
back door, it will make it difficult for us to compete against 
them. Will we make that a separate segment if we ever sit down to 
discuss this? 


Mr. Foley: There are two or three questions here, and 
they all get wrapped together. I do not believe that in either 
Kingston or Thunder Bay, those plants need any specific protection 
measures. I am quite confident the workers and the engineers in 
both facilities are capable of competing on an equal basis with 
anybody, and they have. 


Mo. slaylom.s lhentwhyedo wergzet “Involvedsini ‘social 
engineering? 


Mia rotey: al -aingOu sure Wiat SOCial engineering goed, 
but let me answer the second question. I did not want to use this 
forum, but if we do not deal with an integration program between 
Kingston and Thunder Bay and continue to provide efficiencies in 
both sides by reducing overheads, engineering costs and so on, 
both of them will be out of business. 


This process would be the proper rationalization and 
integration of design, build and marketing activities to make 
Canadian industry competitive. I am not saying to this committee 
or to the United States government that we will not take the 
necessary steps in Canada to be effective and competitive, that we 
will not put in CAD-CAM designs, that we will not integrate 
facilities. We will keep both those facilities working; we will 
keep them both around 500 in Can-Car and around 200 in 
VentureTrans. 


I am saying, though, that if we burden ourselves by saying 
that the public policy towards innovation and the sponsoring of 
design and the sponsoring of product development, which costs us 
about 25 centstionethesdollarcsasyuntair-intthis- country: andvyet 
say it is fair to develop it in the United States inside those 
kinds of products, then we unfairly penalize ourselves going into 
those marketplaces. 


Can-Car and VentureTrans in both those communities have no 
reason to be fearful of their ability to compete, nor do they have 
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to go and say to the United States, "We are too far away,” or, ‘We 
have too small a community." We can compete. Our manufacturers can 
manufacture as well as theirs. Our workers are as productive. But 
we cannot then say to ourselves that we are going to load that 
innovation burden on top in Canada and let it slip out underneath 
as public policy in the United States. 


Mr. Cordiano: I want to point something out with regard 
to some of the statements you are making. Throughout our 
discussions in committee hearings, we have often pointed to the 
expenditures that the United States makes as far as its military 
budget is concerned, and we have often pointed out that that is 
what we consider a subsidy and an advantage to its industries. 


We have also pointed that out in the course of our 
discussions with people in Washington, and we were told that 
-perhaps we were not taking advantage of the opportunity that is 
made available to Canadian companies to compete in the area of 
military defence production. 


Mr. Foley:rl think there is some truth»to the ideatthat 
we could be more aggressive, but I still come back to the example 
I used. It seems to me unlikely that we, could rebuild the United 
States airport navigational system, because it so connected to 
their military strategic programs that I cannot see Canadian 
companies jumping into that marketplace right off the bat. 


It is one thing for the US Congress to say: “You are not 
aggressive enough. You do not come down here and get a small piece 
of our action." I am arguing that we do not start from the same 
base. We have a product inventory in this country that is rather 
limited. Their product inventory is significantly enhanced from 
OUT S. 


While yes, maybe they should argue that we should be more 
aggressive, I also argue that any bilateral trade agreement has to 
take into account the starting positions of the countries, their 
product inventories and their capacities to create new ones. Any 
congressman who said to me, "Every Canadian company will have an 
equal shot at the United States air navigational system," just 
would not be believable. 


Mr. Cordiano: The point is, how do we deal with this 
$50-billion expenditure in defence that the United States makes 
every year? I believe that is the figure we were given. How do we 
hee with it with respect to all the spinoff benefits that come 

rom it? 


Mr. Foley: I do not think a bilateral trade agreement is 
any way in which we can deal with it; we will never affect the 
size and scale of the US procurements. But in the bilateral trade 
agreement I do not think we have to succumb to a series of things 
that say, "Subordinate your public policy product development 
areas because they are subsidies." 


Mr. Cordiano: I agree with you. 


Mr. Foley: I think we simply try to get as much as we 
can in the US, participating where we can in that market. 
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I am not against multinational corporations such as Litton 


| operating in Canada, where they try to walk both sides of the 

| border. That is good stuff. But when some congressman then says to 
you, "You cannot engage in these kinds of practices in Canada 
because they are unfair trade," I simply say: "No, you are doing 


it all the time down there, and your companies, like General 


Motors, can equally come to Canada and engage in the supply of our 


railroad locomotives; they can come to Canada and engage in the 
supply of F-18 fighter airplanes, as General Dynamics and 
McDonnell Douglas did. And yes, we will have some offset 
agreements from time to time by which we will want you to put some 
product and some product mandates into Canada. But get rid of the 
rhetoric that says, ‘You guys are all subsidizing your industries 
because you have product innovation programs in Canada.' You have 
them equally down there." 


Mr. Cordiano: That whole question of military 
expenditure and the amount of research and development that goes 
into it comes up over and over again, and you have pointed it out 
very clearly today. It is something that does not factor into the 
equation as far as the level playing field is concerned. That has 
not been brought up yet. 


3:30 p.m. 


Mr. Foley: I read in the newspaper that Congress is 
protectionist, it is giving the administration a bad time and the 
administration has to begin these processes because Congress is 
going to slap its hands. I guess it is hard in Canada to say that 
our Parliament will give our executive branch the same kind of 
difficulties. Because we are so small, I wonder what we are going 
to shout at the United States. But it does seem to me we can shout 
back that much of the rhetoric seems to be inflated. It does not 
seem to me that it becomes an unfair trade practice. Once we get 
that passed, I think we have to look at an appropriate way to come 
to some kind of a trade agreement. 


I am suggesting there are three separate segments in a trade 
agreement that could go a long way to maybe even sorting out some 
of the differences in Canada between regional and central 
concerns. Perhaps the western and Atlantic provinces are more in 
favour because of their nondifferentiated product, whereas Ontario 
has a highly differentiated product. There might be some common 
ground on which to structure a trade agreement. 


Mr. McFadden: I would like to explore a couple of areas. 
One thing I should say at the outset, though, is I was very 
impressed withthe brief. I think it is safe to say: that of all 
the briefs we have received, this is by far the most detailed and 
thorough for an industry sector. A lot of the stuff we get is 
quite general, but this one has tremendous detail. I think that is 
probably why we are getting down to a lot of details here today. 


I wanted to raise a point on government procurement. When we 
were in Washington, and Mr. Cordiano did allude to this, one of 
the people who met with us was a lawyer in government procurement. 
He made two or three observations; his specialty was government 
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contract litigation and government contracting. First, he said 
that effectively the teeth of the buy America legislation have 
pretty well been pulled and it is no longer what it used to be. 


Second, he said Canadians have not taken advantage 
effectively of the number of opportunities they have had in the 
area of government procurement. 


Third, he went on to say that among the people developing 
specifications and approving standards, they have found that 
Canadians tend to be very reticent about going down there and 
lobbying with their standards people. Canadians are well known for 
not going in to lobby prior to the bids being published. It was 
interesting that he said our reputation, on the other hand, is 
excellent in terms of product quality and that, overall, based on 
his experience with the American General Services Administration 
and various other government agencies, we stand up very well on 
procurement. 


At the same time, this morning we were informed by the 
submission of the Ministry of Industry, Trade and Technology that 
all the various procurement policies, the Buy America Act, small 
business, minorities, set aside and so on are of very little 
importance, They represent about one per cent of our trade. I 
think it is safe to say this whole issue, as they informed us this 
morning, is effectively a nonissue. 


Your brief has made a very strong case going the other way. 
From the points you are making, are we to understand your concerns 
about government procurement are mainly related to urban transit 
problems or are you saying it is an overall concern and, 
therefore, a matter that concerns a lot of other people? We have 
now managed to get completely conflicting stories on that point. 


Mr. Foley: I do not think they are conflicting as much 

as they represent different number sets. I think when Industry, 
Trade and Technology comes in and says it represents one per cent 
of our trade, you start by saying: "About 85 to 90 per cent of 
that trade is. automotive, and to that extent we already have an 
integrated market and design process. It is not difficult to see 
why those standards would be met. Most of the designs are done in 
Detroit." 


There are not many Canadians who have to go down and lobby 
very much for specifications when the US government standards are 
all on the airplane between Detroit and Washington. 


I would think you have a fairly high percentage of the 
nonautomotive, nonenergy trade sector, even though that portion 
may be a relatively small piece -of the action because it is not 
where the trade is now. 


It is true that there is not much buy America related to 
consumer products. The buy America relates totally to public 
procurement activities. But every time de Havilland wants to sell 
an airplane, that airplane is certified and must be certified by 
the Federal Aviation Administration. Se the standards are being 
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set and the certifications are being set at that level to the 
extent it sells to the US military. I have not noticed major sales 


_ of de Havilland's Dash-8, Dash-7, Buffalo and so on to the United 
| States in the same sense you see similar aircraft being built by 
McDonnell Douglas Corp., Grumman Corp. and so on. 


I am not clear that a lot of Americans will not always say 
to us, "You know you have not been hard enough as salesmen and 
have not been down arguing enough."' I pay a lot of money to have 
my staff spend most of its time with the customer, arguing about 
specifications. We went to Boston and finally told them, 'We are 
not going to bid on your job. In fact, we are going to publicly 


_ announce to the world two weeks ahead of time we are not going to 


bid. We know the Japanese will increase their price if we do not 
bid the job because you will not change the specifications to meet 


our product. You want us to design our product to meet your 


specifications and we know that is going to cost us $10 million to 
$12 million and we are never going to sell another of these." 


I take a little exception to the easy way Americans at 
whatever level can say we just have not been aggressive enough. We 
can always say what we said in Boston. As far as we are concerned, 
buy America has ample teeth. If we do not sign a buy-America 
certificate, and I do not personally sign it, and we put in that 
tender--and a tender can cost us up to $1 million to bid, which is 
not surprising because on a $100-million order, for example, that 
is about one per cent--we have spent $1 million before we get 
there. If we do not sign that buy-America certificate, which is a 
statutory declaration in a sense, our bid is not even considered. 


If we sign it, any of the competitors can then call for an 
audit and we have to prove, not only after we build it but before 
we get the contract, that we have arrangements with all the 


American suppliers to meet the 50 per cent content rule, which 
means we have to get bids from each of those American suppliers 


which we can then hand in if someone challenges. In my experience 
in the last four years, there have been about six challenges. 


I do not believe for a moment the Buy-America Act has no 
teeth. It is true they do not apply to consumer merchandise or the 
auto trade. 


Mr. McFadden: Basically, from our point of view, to 
protect the UTDC and perhaps other elements of the urban transit 
industry that might relate to Ontario, we would have to focus on 
government procurements. There was a tendency this morning to 
downplay the importance of that. I think what you are saying is, 
from your point of view, it is obviously of vital importance that 


be negotiated. 


Mr. Foley: I think it applies to all kinds of what I 
call public capital goods. Some of them are not purchased by 
governments in the United States; some are purchased by utilities. 
We have a lot of technology in this country in energy 
transmission, whether it be hydroelectric energy or gas 
transmission. All those would be purchased by utilities in the 
United States, but in effect, they act in the same manner as the 
government. 
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In the aviation field, we have a lot of health care services 
and equipment and technologies. We have a lot of waste and water 
management technologies that can be sold out of this country, but 
will almost always be bought by a public agency of some sort or a 
pseudo-public agency in the United States.. 


I suggest it is not just in the area of urban transit, but 
it is any publit) capital’ good’ that” Vargely® fits that ‘criterionor 
very few buyers, dominated by governments through a regulatory 
process in which they set the specifications. I think most 
Canadian firms would tell you they have the same problem. 


se40ep.me 


Mrko McFadden: »Couldmivlexploremoneothervaspect) (whichis 
the size of the’ urban transit industry to Ontario? \UTDC certainly 
has been the most visible part of that. In fact, General Motors in 
St. Thomas and Orion buses in Mississauga produce here and employ 
Canadians. In addition, Bombardier purchases a lot of things in 
Ontario for its plants in Quebec. 





I have two questions. Maybe it is already embedded in your 
report, but could you tell us roughly the number of employees in 
Ontario that would relate to urban transit? I know we have your 
figures, direct and indirect. Do you have a rough industry figure? 
Would it be double the 6,000 and something? In round figures what 
would the urban transit industry represent in the manufacture 
sector? 


Mr. Foley: We did an estimate about a year, in September 
or October 1984, of what the total was to determine what 
percentage of that we were in. We determined that it was about 
10,000 jobs during those years 1983-84. Those may or may not be 
peak years, depending upon what happens in the future. They 
certainly were the highest point on the curve to date. That was 
about 10,000, of which we were about 6,000 of those. In Canada in 
total it was about 15,000, which included some construction jobs 
in British Columbia, which again is possibly at a plateau. 


My own view is that it does not have to decline. It might 
but’ t64does not ahaviewtolminwel9o4 Oneéariotwouldwnavenhadrabout 
10,000 jobs related to public transit sales in Canada, and that 
was an order book of approximately 62.4 billion between ourselves 
and Bombardier, with all of their subcontractors included in this. 


Mr. McFadden: What per cent of the sales of those 
companies would be to the export market? Have you got an estimate 
on that? 


Mr. Foley: About 60 per cent if you include exported out 
of Canada. If you say exported out of Ontario, then ours would be 
about /5 per cent outside Ontario. If you go back, you can say 60 
per cent of the volume of this business is done outside Canada in 
the Canadian industry, and about 75 per cent of the Ontario 
industry is outside of Ontario, but the Ontario jobs are for 
export outside Ontario. 
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Mr. McFadden: And of that figure would the majority be 
in the United States? 


Mr. Foley: We are skewed right now in 1983, 1984 and 
1985 because of the Vancouver project. It is a big piece. It is 
avoul po Us mlli0On Ole the; pose Dil daion,,,Sso.it-~is.a-third. ofit. I 
would say the non-Canadian market right now is virtually all 


| United States, with some very small pieces, maybe $2 million to $5 
million in 1985, outside the United States. In 1984 there was 
| more. In 1983 there were some sales to Mexico. 


Mr. McFadden: One final question. We have also been 
looking at intraprovincial nontariff barriers, the various 
procurement policies of various provinces across Canada and how 
they impinge on various industry sectors. What is your feeling in 
that regard in relation to our transit industry here in Ontario? 


Mr. Foley: A lot of people talk about the preferences 
and the procurement policies of Ontario and Quebec and they assume 
that Bombardier cannot sell in Ontario and we cannot sell in 


Quebec. That is really not an effective statement. 


What happens in this business is that your design and the 
ownership of that design is far more determinant of who is going 
to get that business at a lower cost or lower price than is the 
province acting at the governmental level. There are times, 
however, such as when the streetcars were being built in 1975 here 
in Ontario, when there was a government preference for where that 
work should go. 


That determined to a very large extent the next order 
location and future orders location of that specific product. Had 
that product been subjected to a market test and the low bidder 
won, that product would have been built in Bombardier and so would 
have the next orders of the streetcar. 


Product preferences or parochial preferences by provincial 
governments can only operate effectively at specific times and 
they relate more to design costs and the payment of the first 
order than they do subsequent orders. 


If we were to try to compete with Bombardier on an open 
market, free price basis for the Montreal subway, we probably 
could not do it. They have too much design, too much tooling 
already paid for and it would be too high cost for us to try to do 
that. So we would not bid it if. it ‘came up on the, market-because 
we know we could not win it, so why go through the exercise of 
spending all that money? 


We have to be cautious about assuming provincial 
parochialism when it does not exist. That is not to say it does 
mOL apply from time to time, but it is not as pervasive as 
everybody would assume. 


Bombardier would have a very difficult time competing for an 
H-7 or H-6 Toronto Transit Commission subway car, not because 
there is any parochial preference, but because it would have to go 
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through all the design, the tooling and the issues of shop plans 
and so on to make the product as cheaply as we can. It might be 
nice to have a runoff every once in a while to keep the prices 
down, “DUE "thatwrs@are te rwould do. 


You might suggest when new products come up that there is 
activity of a parochial nature, but I suspect history has shown 
that *to’be’ the truths My view of ict" issbnat*1 Gi snot Va very 
healthy activity. However, that is from a straightforward 
commercial point of view with no responsibility to maintain the 
WOOD SETUCEUTE? 


I am on record as saying I would have provided the streetcar 
order to Bombardier at the time. My view of how to get around that 
is not by having the provinces argue it out, but have the federal 
government take a stronger role in product innovation and 
development as opposed to forcing that burden on the provincial 
governments, which by their nature will then try to maintain the 
benefits from it. 


I look at our Urban Transportation Development Corp. and say 
that if the Ontario government has had to spend $60 million to $70 
million in building transit technologies, they want the benefits 
of that. If the federal government had seen that as a national 
priority, then it is not clear that the provinces would be in a 
such a position to exercise parochial practices. 


Mr. McFadden: Philosophically, you are in favour of 


Canadian free trade. 
Mien O LC Yor Exaeuuy.: 


Mr. McFadden: Across all provincial boundaries, but from 
time to time public policy intervenes to preserve an industry. 


Mri Foley: Righe. 


Mr. Ferraro: I am not clear how giving that decision to 
the federal government would preclude any parochialism on its part. 


Mr. Foley: It* would’ be+difficulé if the design’ costs 
inherent in all these orders were a public activity at the federal 
level. 


Mr. Ferraro: Okay. Let us assume you are talking about | 
some new product and there are initial design costs. What you are 
saying is, do not give it to the provincial governments to argue 
over; let the federal government do it. Why would the federal 
government not say, "We are going to give it to Newfoundland 
because it has the highest unemployment or to Quebec because we 
have to substantiate our vote there"? Is there any distinction? 


Mr. Foley: There may or may not be. It obviously depends 
on how governments work. 


Mr. Ferraro: I am not partisan here, whether it is 
Conservative, Liberal or NDP. 





f 
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Mr. Foley: I do not see that the federal government 
would be less interested in its political activities and benefits 
than a provincial government would be. If you are going to 
sponsor, let us say, a $25 million to $30 million design process 
ied DLOuuCe, Li) thie. province end 1tS taxpayers take that risky 
see no argument against it enjoying the benefits of that. 


If it is the national taxpayer who takes that risk, then I 
SeemitC 1s much mone difrficult for the provinces to say: ‘We paid 
all that money and it is our taxpayers who paid that. Why are we 
not enjoying the jobs?" That is not to say the federal government 
would not engage in parochial practices in the allocation of that 
job. 


Mr. McGuigan: Suppose we reach that point in your 
objective, would we not still be faced with the fact that the TTC 
or Montreal or whoever was involved could write the specifications 
so that only their own local company could win the contract? 


Mr. Foley: That is true. One of the problems with public 
transit is that the senior governments do the funding and the 
local governments do the buying. Therefore, you need some 
disciplinewinallatepractice wre the.llG Or any public, transit 
agency could specify whatever it wanted regardless of the cost 
outcome, yes, you could do that. But the Ministry of 
Transportation and Communications in this province and in Quebec 
and in most of the US jurisdictions could discipline that activity 
and simply say, "We are not providing 75 per cent of the capital 
funding for you to have a custom-made facility." 


There are always arguments as to who is the expert in that. 
That brings about some of the tensions. Who is smarter about 
specifications, the operator or the designers? 


Mr. McGuigan: Is there anything indigenous in a city 
that it would require vastly different specifications than another 
city would require? 


Mr. Foley: It is not general, but as a salesman I always 
MikemeouecomintoO a cityeand tell them that my product 1s) really 
great and that it meets their criteria and requirements better 
than anyone else's does. If I can get the first sale, I know I 
have the next one. Transit contracts are not always contracts; 
they are careers. If you look at the New York subway system, since 
the 1950s the design has been virtually the same. Once you build 
all that infrastructure, the replacement cars have to be the same. 


Obviously, when Montreal decided on a rubber tire systen, 
that meant the entire infrastructure had to be covered. There is 
snow and ice on the climate side. There are gradients to take into 
consideration. There is station stopping that deals with how much 
power you have to put into the propulsion and braking systems. 
However, generally they are not as different as many of the 
properties want them to be. 


The Toronto Transit Commission has a gauge that is different 
from any other gauge because 75 years ago or whenever it did not 
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want the railways operating on them., they made a wider gauge and 
I guess that was followed for every transit product built in 
Toronto until we did the Scarborough line, when we got back to 
standard gauge. There are no inherent reasons, but there is a lot 
Of Other activity, i the weoduce. 

Mr. Chairman: Are there any more questions? 

' Interjection: Are we through for the day? 
Mrar Chairman: I “think we tare. 
Mr. Mackenzie: Before we go-- 


Mr. Chairman: I am sorry. 


Mr, McGuigante i? want to make laycomment, tod. Cras) noted 
question, just a comment. 


Mr. Chairman: Do you have a question, Mr. Brandt? 


Mrs Brandt :\sl .justywanteto: thank Mr suroteyetouenis 
presentation. I think it added a considerably new dimension to our 
discussions. He touched on some areas of specific interest to me 
and, I am sure, to other committee members. I would like to thank 
him for the time and preparation that went into the presentation 
and for adding somewhat to the very difficult problem we are 
trying to solve at this committee level. 


Mr. Chairman: You took the words right out of my mouth, 
Mr. Brandt. 


Mr... (Brandtem Thenm de wailiewae nora wis tt al ls 

Mr ...Chattman: No. d0snotuwilt palaw ett. 

Mr. Brandt: You go ahead and say it. 

Mr. Chairman: It has been said. I guess Mr. McFadden . 
said it first. It was very thorough and will be extremely valuable 
tous. 

Mr. Foley: It was our pleasure. 

Mr. Chairman: Before the committee members adjourn, 
there are a few things that some members want to discuss. I wonder 
whether it would be appropriate to go off Hansard at this time. 


Does anyone need to say anything on Hansard? No. 


The committee continued in camera at 3:54 p.m. 
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SELECT COMMITTEE ON ECONOMIC AFFAIRS 


Wednesday, October 2, 1985 


The committee met at 10:10 a.m. in committee room 2. 


ONTARIO TRADE REVIEW 
(continued) 
Mr. Chairman: I start this morning's proceedings by 
pointing out to you that for the first time the press summaries 
that you receive include an article from an out-of-town newspaper. 
That was prepared by a researcher. I would suggest that it is 
entirely coincidental that his name appears in the clipping. 


I am told that we got coverage from the Kitchener-Waterloo 
Record because we were in Kitchener, and we will similarly get 
| coverage from the Sault Ste. Marie Star when that paper arrives. 


Mr. Morin-Strom: Slow mail. 


Mr. Chairman: This morning we are pleased to have with 
us the chairperson of the economic committee of the Consumers' 
Association of Canada (Ontario), Miriam Kramer. We have not 
particularly looked at consumer issues. We have brushed against 
them several times, of course. There is a presumption that there 
would be some early benefits at least, if we were to have an 
agreement. 


We look forward this morning to looking into that 
possibility in more detail. Mrs. Kramer indicated to me she is 
prepared to go through her brief with us and then entertain 
questions thereafter. 


CONSUMERS' ASSOCIATION OF CANADA (ONTARIO) 


Mrs. Kramer: Yes. Perhaps I should say before I start 
that if I understood’ it correctly, the mandate of this committee 
is a very broad one. The paper which I have is really quite brief, 
and quite general because I am not an economist. I am the 
chairperson of a committee that draws upon economists, so I have 
not presented sophisticated arguments. You probably have heard 
many of them from all sides before. 


Also, I have tried to talk a little bit about how)consumers 
feel about trade in general rather than either Canada-US or 
Ontario-US trade specifically. 


Mr. Ferraro: Might I say that as soon Mrs. Kramer said 
she was not an economist my ears perked up. 


Mr. Chairman: We will probably listen to you much more 
carefully. 
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Mrs. Kramer: I am sure you have heard many excellent, 
intelligent presentations, so I hope this will not be the comic 
relief. 


I thought I should put some material about the Consumers' 
Association of Canada in this paper. Naturally, we assume we are a 
household word, but I know very well we are not. I will start with 
that. 


The Consumers' Association of Canada is a voluntary, 
nonprofit and nongovernmental organization with more than 160,000 
members across Canada. More than 50,000 of those members reside in 
Ontario. 


Founded in 1947, the ‘organizations purposes’ are; to)unite. 
the strength of consumers to improve the standards of living in 
Canadian homes; to study consumer problems and make 
recommendations for their solution; to bring the views of 
consumers to the attention of government, trade and industry and 
to provide a channel from these to the consumer; to obtain and 
provide for consumers information and counsel on consumer goods 
and services; and to conduct research and tests for the better 
accomplishments of the objects of the association. 


To these ends, the CAC's activities include research and 
testing regarding consumer goods and services; publication of the 
magazines, Canadian Consumer and Le consommateur canadien; 
intervention before regulatory tribunals, boards and commissions; 
representation of the consumer interest on a variety of advisory 
and consultative committees, standards-setting organizations and 
marketing agencies; as well as presentation of consumer 
perspectives on public policy issues to parliamentary committees, 
commissions of inquiry and others. 


The Ontario branch, CAC (Ontario), operates a consumer help 
office in Toronto which handles several hundred consumer calls per 
month, and CAC (Ontario) supports local branches and consumer 
contacts in eight Ontario communities. Except for two staff people 
in ‘the Torontootiicestgaltl ofgcAG icwactivitieswan ontario: are 
carried out by volunteer members, of which I am one. It is CAC's 
belief and intention, as stated in its objectives above, that 
these activities benefit all Ontario residents because all of them 
are consumers. 


We thank this committee on economic affairs very much for 
this opportunity to present our views. 


Now for something on our general views on international 
trade. CAC has from time to time studied the question of trade 
with other countries and its implications for consumers. The 
association has in general supported free trade except in those 
areas which would threaten national security or national identity 
and. ‘cuPture. 


Perhaps there are days of discussion right there in order to 
define what those are. Canadians must be able to live with safety 
and with basic supplies of food, shelter and energy. They must 








ford 
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also be able to maintain and protect their cultural identity, of 
which they are rightfully proud. Aside from those essentials, CAC 
believes barriers to trade should be minimized. 


The October 1985 issue of Canadian Consumer--it just came 
out; otherwise I could have brought it--contains a very timely 
article, entitled Quotas and Consumers, outlining the views of the 
association on how protective tariffs and import quotas affect 
consumers. Included in this submission to the Ontario committee on 
economic affairs are some of the main points in this article, as 
well as some other points relevant to the mandate of the committee. 


CAC hopes the committee will focus on more than just 
increasing trade between Ontario and the United States. While this 
is a challenging topic and one with much promise, we believe it 
would not be in the consumers’ best interest to limit free trade 
activities to the creation of a North American community similar 
to the European Community. 


That organization may benefit its member countries, but it 
has raised barriers to trade with nonmembers. It might not help 
consumers to have Canada tie itself more closely than necessary to 
a single country to the exclusion of all others. 


It is CAC's belief that restrictions on free trade usually 
taise prices and limit consumer choice. Both tariffs and limits on 
supply make imported goods cost more and permit domestic goods to 
be sold at higher prices than would be possible if the imported 
goods were not so expensive. These higher prices affect consumers 
directly. | 


Insofar as they raise prices on such basic consumer goods 
as, for example, children's clothing and footwear or big ticket 
items, which are really not luxuries today, such as automobiles, 
the effect is regressive and impacts most heavily on those at the 
lower end of the income scale. Nor do we believe protecting 
domestic industries really works to those industries' long-term 
benefit. Industries which are not encouraged or forced by 
competitive pressures to become more efficient will be less able 
to produce attractively priced goods for export. 


Import restrictions may prevent some consumer products from 
being sold on Ontario markets at all, even though they would meet 
federal and provincial standards for safety and quality and would 
be welcomed by some people here. There is no doubt that Ontario 
consumers are very well served in their choice of goods to provide 
necessities and comforts. At the same time, that choice is limited 
by what is on the market in Ontario. Those limits may prevent a 
consumer with particular wants from obtaining the right product. - 


.They will also prevent that consumer from demonstrating 
those wants to a Canadian manufacturer. I may really have a 
craving for purple tennis balls, but if only white, yellow and 
orange balls are manufactured here and very few are allowed to be 
imported, I will probably have to pick from white, yellow and 
orange balls, and this will support industry's belief that these 
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really are the most popular colours. The existence of a really 
secret consumer desire, which could be fulfilled by an innovative 
Canadian firm, will be masked by limitations on the market. 


Regarding sectoral free trade, CAC believes arrangements of 
this type tend to favour large manufacturers, which can afford to 
lobby for their causes. While recognizing that large-scale 
manufacturing has many benefits for the consumer, such as standard 
products in large and dependable supply at lower prices, the 
association believes the economy requires medium and small 
businesses as well. International trade agreements tailored to the 
needs of only the biggest firms will not help Ontario's overall 
economic development. We would hope any bilateral agreements will 
be seen as a prelude to broader trade agreements. 
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Concerning quotas in international trade, CAC believes trade 
agreements involving quotas generally do not benefit consumers. If 
quotas are given directly to foreign governments, which then sell 
them to their manufacturers, that cost will be included in the 
price of the products Canada imports, causing Canadians to pay 
what is essentially a tax to a foreign country for that imported 
product. Quotas based on the number of items imported result in 
more top-of-the-line items being sent to Canada, for example, more 
luxury cars, when Canadians have looked to imported cars as being 
a source of economy models. 


Any arrangement involving quotas must be based on 
encouraging Canadian production and consumption of products Canada 
can produce well. For example, Canada can compete in producing 
fine quality clothing and shoes. Canada cannot compete well in 
producing the least expensive of these items. Any quota 
arrangement that ignores facts such as these will tend to raise 
prices for those Canadian consumers least able to pay more. 


Any trade agreements should be viewed in the light of 
long-term objectives. Some agreements will be hard to reverse, 
especially any that would involve trade in natural resources. 


Trade agreements should be consistent with Canada's other 
international policies. For example, the country of Bangladesh can 
manufacture men's shirts competitively with other countries from 
which we import comparable shirts. Its domestic industry would 
benefit from supplying more shirts to Canada. However, Canada's 
quota arrangements with other countries limit purchases from 
Bangladesh. At the same time, Bangladesh is a major recipient of 
foreign aid from Canada. Would not we all benefit if instead of 
giving the money in foreign aid to Bangladesh, we spent that money 
to buy the goods they can produce? 


CAC shares everyone's concern about employment 
Opportunities. Importing products would mean that Canadians would 
perhaps buy fewer domestic products. However, free trade would 
create job opportunities in manufacturing goods for export. We 
would hope in the end the employment situation would be improved. 
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We also believe protectionism can be very expensive. 
Preserving jobs in some industries costs Canadians far more than 
just those workers' salaries. There are some figures in the piece 
from the magazine I brought in that show how expensive it is to 
preserve some of these jobs and that much of the money does not go 
directly to the workers but to other costs. In most cases, that 
money could be.spent more productively in retraining the workers 
and encouraging and creating new job opportunities. 


Market research is needed. The population of Canada and 
Ontario is not static nor is it homogeneous. Consumers tell us, 
‘We cannot buy this product; we cannot buy that product." There is 
a great need for more specialized products than are on the market. 


There are unmet needs just waiting for innovative businesses to 
fill them. 


At the same time, we do support domestic industry. While 
believing that consumers benefit from free trade, CAC also 
believes consumers should and do prefer to buy Canadian- or 
Ontario-produced goods when they are competitive in quality. To 
this end, the association has supported and does support clear and 
distinctive labelling of products to show that they are made in 
Canada or that they are grown or produced in Ontario. 


- In the latter regard, CAC has protested to the occasional 
food retailer who puts a Foodland Ontario sign over a display of 
obvious imports. Likewise, we believe terms such as Canada grade A 
should be used only on Canadian produce, because that is how 
consumers interpret that designation. 


CAC hopes that a priority for this committee will be to 
study obstacles to free trade within Canada. Removing restrictions 
to interprovincial trade and to trade within Ontario itself would 
benefit consumers here. Many agricultural products controlled by 
national marketing boards rarely cross provincial boundaries, 
regardless of changes in consumer demand or efficiencies in 
transportation. Transporting goods by truck costs consumers more 
than it otherwise might if that industry were not so restrictive. 


Recently, the media reported that Ontario bricks were 
refused at a Quebec construction project. Not only were the bricks 
sent back, but those that had been installed were ripped out, with 
the costs being borne in the end by consumers. 


While free trade is normally discussed with regard to goods, 
many consumer dollars are spent on services as well. Most 
provinces as well as countries carefully regulate the licensing of 
the professions. Because the demand for services is growing at 
least as rapidly as is the demand for goods, CAC hopes the 
committee will not exclude this expanding area from its 
deliberations. 


Finally, to summarize the recommendations or our feelings on 
trade, CAC (Ontario) believes the best interests of consumers and 
of the Canadian economy will best be served by the undertaking of 
broad initiatives in free trade with many companies. 
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We would hope sectoral agreements would be viewed only as a 
first step in that direction towards free trade. Protection given 
to industries that are having difficulty meeting foreign 
competition should be temporary and subject to time limits. 
Quotas, if used at all, should ve global, flexible and based on 
the value of goods. New types of industry should be encouraged and 
workers assisted to enter new types of work. 


Restrictions on trade within Canada should be studied and 
reduced. They should include limits to free trade in professional 
services and others in any study of free trade. We should remember 
that the costs of administering complex trade agreements do not 
always benefit manufacturers and that these costs are borne by 
consumers. 


Finally, along with the demands of business, labour, 
industry and government in trade discussions, we hope the 
committee would consider the needs, preferences and pocketbooks of 
consumers. 


Mr. Mackenzie: On page 5 of your brief, you have the 
comment, ''The CAC shares everyone's concern about employment 
opportunities. Importing products means that Canadians buy fewer 
domestic products. However, free trade creates job opportunities 
inymanufacturing goods! 40’ export. lhat isspart *oimthewerux Por 
our problem in this committee. Can you identify some of those 
gains we will make as a result of free trade and export 
Opportunities? 


Mrs. Kramer: If I could identify them, I would have 
solved much of our unemployment problem. No, I probably cannot 
sufficiently identify them. I would assume if we can export more 
goods, we will have employment opportunities in trades for export. 


Mr. Mackenzie: They call it a game of winners and 
losers. The problem that at least some of us in the committee have 
and the problem all of us have wrestled with is that we can 
identify substantial numbers of losses in jobs and whole 
sectors--shoes, textiles, trucking, packaging, you name it--but we 
have had very few people able to identify the winners for us. We 
have had a few--wallpaper, cement, maybe Polysar. 


The dilemma we are facing is a pretty obvious job loss, 
possibly whole sectors in manufacturing, but we are not able to 
identify anywhere nearly as clearly or as obviously where the 
gains are. 


Mrs. Kramer: Could I ask you a question? I have not 
heard all the many briefs you have heard and positions presented. 
How do they propose to preserve the jobs? By keeping the system as 
it is for ever? 


Mr. Mackenzie: A majority of briefs have either said no 
to the question or have said status quo. Some of those might even 
have some small gains. The counter-argument is basically that we 
cannot stick with the status quo in this new society. 
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With respect to the exporting of more products, one of the 
things that has also been told to us fairly clearly--whether it is 
totally accurate, we do not yet know--is that we are a 
branch-plant economy, 49 per cent of our plants being branches, 
and that if we open up the borders with respect to the 
comprehensive free trade arguments, there is a distinct 
possibility that literally hundreds of the branch plants set up 
only to supply the Canadian market will disappear as a result of 
the excess capacity that exists in the parent plants now. 


The proof is not on the table for all this, but a reasonably 
compelling argument has been made. That means somehow or other we 
have to develop a whole series of new industries, and that is what 
some of us are looking for. Where are the actual gains to offset 
what appear to be fairly obvious losses? 


Preis Kramers) lamustagdmiteite theys cannot; tell you, 1 
cannot tell you. My perspective is that of a consumer dealing in 
consumer goods. It seems to us that if we could increase our 
export of goods, we might tend to balance off the employment 
Opportunities. In truth, the facts are not that way, in which case 
one may have to see some of the other points. It is our view that 
free trade benefits consumers and, of course, that is the perhaps 
a selfish point of view. 


Mr. Mackenzie: Since you are speaking as consumers, I 
understand it. My difficulty--and that is why I am raising it with 
you--is that there are very few products that we cannot be beaten 
on when it comes to international competitiveness. 


Mrs. Kramer: The question of national advantage is a 
very difficult one. 


Mr. Mackenzie: That is exactly it. On a world-wide 
basis, if we were in a position simply to remove all the barriers 
that are there--and more of them are nontariff barriers than 
tariff barriers--we might have real difficulty sustaining much of 
what we have in almost any field in the country. So you are into 
the question of whether the national interest does dictate that we 
want to have a hand in some sectors of our economy at least. 


Mrs. Kramer: One of the concerns we have is that the 
more complicated the agreements are, the more costs are built into 
them that do not relate directly either to the cost of the goods 
or to the wages of the workers involved in producing them. Some 
costs are administrative, and a lot of them are not particularly 
productive costs, except that I suppose people make their money 
administering the agreements as well. We would like to see things 
as simple and direct as possible, rather than have X number of 
this and X number of that. 


Mr. Mackenzie: We have a number of disturbing examples. 
We have a Black and Decker plant that has now been closed down in 
Barrie, for example, that used to employ more people than are now 
employed in Belleville, and the subsequent rationalization of 
their operations, which used to produce 21 household appliances, 
We are now producing seven in Canada. There is no question that 
rationalization has led to cheaper prices for the consumers in 
many of those electrical household articles. 
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We have a substantial market still in the seven of the 21 
remaining, but the comment that was made by one of the Canadian 
General Electric executives, when the buyout was going on, the 
consolidation of that plant, was that the most effective business 
operation today was to build the biggest factory that could be 
built on the biggest ship and then sail it around to whichever 
country had the lowest wages. 


I know in arguing with the Black and Decker people, when 
they were shutting down the Barrie plant, there was an 
acknowledgement that we certainly could produce the seven 
remaining at a cheaper price if that decision should be made. I 
nope the rationalization says we are going to keep most of the 
production, at least in the seven appliances we have remaining. 


There is no question we could get a cheaper price still on 
the seven remaining appliances--I think lawn mowers are among 
them, and mixers, electric kettles and so on--but we have already 
lost the bulk of the stuff they used to produce. We could get the 
rest cheaper, but it would probably be at the price of the 400 or 
500 jobs that are left in the total operation. We would also lose 
most of our capacity because there are not many other plants going 
into this line to build any of these. 


Those kind of things bother me, when you see the pattern of 
what has happened. We have dropped drastically as a result of 
economic rationalization. 1 may or may not agree with it, but lI 
understand exactly what is going on. I know where you are coming 
from as a consumer, but I wonder at what stage the gains are 
offset by the capacity both to provide jobs and to have any 
control over prices. 


For example, we had people from the trucking industry appear 
before us. They said if they were to compete in a free trade 
market, they would have to deregulate. They gave us an example of 
what has happened in the US since deregulation. Most small 
companies and more than half the organized companies disappeared. 
Some big ones remained and the prices went down for a while, but 
now they are going up again. These companies are so big and 
effective that the trucking industry told us most companies would 
not survive in a free trade situation. If we want deregulation, 
this is what is at stake. It would also allow shipping in some 
products more cheaply. 


I see the dilemma, but I wonder if the consumers' 
association have looked beyond the possible immediate gains to see 
whether there are enough offsetting advantages, which some of my 
colleagues would argue are there, or whether we are risking our 
industrial identity. 


Mrs. Kramer: 1 am sorry. I cannot give you even a 
25-word answer. It is definitely a tradeoff. I am here to present 
the consumers' view because I know you are getting the other side. 
Summed up in a single sentence, I would like to say that we hope 
the cost to consumers will be considered in working out whatever 
is going to be worked out. I know you will not suddenly say, 
"Okay, free trade with everybody.'' That is not going to happen. 


Mr. McGuigan: Mrs. Kramer, you have a good brief 
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outlining the viewpoint of consumers. It also points out the 
dilemmas we have, as Mr. Mackenzie just outlined, on labour. There 
is another one you mentioned on page 5 about ending protectionism 
at home. At first glance many of us would say we should solve this 
problem first when we have protectionism at home. 


It goes back to another fundamental point we all have been 
making: Canada does not wish to trade away its national identity 
and social programs, whereas the United States tends to be more of 
a dog-eat-dog society. Even within that society you find they do 
have social programs, but they are hidden more than ours. 


One social program in Canada is regional development. We 
decided long ago to support our have-not provinces with tax 
transfers and subsidies to encourage industry, not only in 
Ontario. The basic decision has been that if we allow things to 
take their natural economic course, most Canadians would live in 
Ontario, because of geography and the longer growing season. In 
Canada, good dependable agricultural land, a natural attraction 
for people, is mostly situated in southern Ontario. Also, we jut 
so far down into the American heartland that it cuts down on our 
transportation costs. That makes it cheaper to manufacture and 
ship from Ontario than from the west, the Maritimes or Quebec. 


HO 340 valem. 


If we allowed things to proceed economically, a much higher 
percentage of the Canadian population would live in Ontario than 
already does. This would put much more pressure on the Great 
Lakes. Mr. Brandt knows, living as he does in Sarnia, the 
pressures we already have on the Great Lakes. It would put 
pressures on our good farm land here in southern Ontario. There is 
already a big concern that cities are gradually taking over the 
farm land. You can find a lot of examples that show how this small 
bit of Canada could end up with a very large population and a lot 
of social and environmental problems. 


We send money, and we try to direct these things to other 
provincesmaLmethe sapr beu bturals grielid),.6 back; |} ing. Id: ‘or <1), 239 we 
brought in the farm agencies legislation. Those provinces that had 
marketing boards agreed to maintain their percentages of 
production, of eggs, for example. The Ontario quota is around 35 
or 36 per cent. Each province has its quota, which is worked out 
largely to supply the provincial demand. The Quebec egg producers 
supply the Quebec demand, the Ontario people supply Ontario, etc. 


The problem is that, in spite of all we have done, the 
growth has been greater here in Ontario than in the other 
provinces. As that growth takes place, Ontario says, "The growth 
belongs to us.'' The people from the other provinces say: "Oh, no. 
Back in the early 19/0s we agreed we would each have our share of 
the Canadian market.'' We have a constant battle among the 
provinces over their shares of the quota. 


The remedy might be to eliminate it all. You would then have 
all the other unhappy results I just mentioned, bringing everybody 
to Ontario. All of us, sitting here, face that dilemma. We ‘say, 
very positively, that we want to maintain the Canadian social 
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fabric, but we do not want to make any sacrifice to maintain that 
fabric, whether it is in labour, agriculture, or whatever. 


I know it is a dilemma for you too. You have been fairly 
Supportive of our marketing system, although you criticize it, as 
you properly should. You have been fairly reasonable in your 
criticism of that marketing system, but we all end up not knowing 
exactly what to do. 


Mrs. Kramer: Our criticism of something such as egg 
marketing is that it tends to be too rigid, not quite flexible 
enough. In Ontario a few years ago the supermarkets, another large 
power bloc, were putting grade-A large eggs on special, which the 
Canadian egg system was not able to handle. 


They were specially low-priced for weeks, at whatever price 
they were, causing great disruption because nobody wanted to buy 
small, medium or extra-large eggs. Our understanding was that, 
because Ontario could not meet the demand for this egg that was on 
special for so long the eggs came in from the United States. 


We felt they should have been able somehow to get those eggs 
from other provinces, rather than having American eggs coming in. 
It was a difficult situation, created by the supermarkets, not by 
egg consumers or by egg producers. There should have been a way 
for the Canadian system to bring in Canadian eggs from other 
provinces. As I understand it, mostly American eggs were brought 
in. 


We have more than one big player creating a situation like 
that, but we would hope Canadians would be able to react to that. 


Mr. MeGuizan apt would ite to rrespondrto "tiat thet ramrn oc 
an egg producer, but 1 had to answer a number of letters from 
consumers who wrote to me. These people were supportive in their 
letters. They asked, "Why is it you find these cheap American 
extra-large eggs?" They were mostly extra-large. 


It is rather an intriguing story. Chickens do not lay very 
many extra-large eggs. It is an abnormal thing when they lay 
extra-large eggs, so in Ontario and in Canada we have a very 
limited supply of extra-large eggs. The supermarkets, realizing 
this and realizing it was a way to thwart the marketing plan, 
would put in an order to the egg marketing board and say, ''For the 
coming two weeks, we want 20 carloads of extra-large eggs," 
knowing full well the Canadian market could not supply 20 carloads 
of extra-large eggs. 


Because of the relative size of our two countries, right 
across the border--the egg industry is centred directly south of 
Ontario, along the Mississippi River, because that river provides 
cheap transportation for grain which feeds the chickens that 
supply the eggs. The supermarkets know those eggs are over there 
and have already made arrangements with American producers. In 
fact, the American producers have cartons already printed for 
Ontario extra-large eggs. 


If Ontario cannot supply them as part of its marketing 
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system, we allow the import. So the Americans get an import 


permit. There is a cycle in American egg production, which goes 


from famine to feast over several months. They always apply at a 
time when American eggs are very cheap. Our eggs, because we are 


on a supply-marketing system, stay at a very level price. 


The consumers go to the store and there are grade-A large or 
extra-large US eggs at maybe 50 cents a dozen, whereas across the 
aisle there are Canadian regular-sized eggs that cost $1.19. It 
completely distorts the market and distorts the image in the eyes 
of consumers. On the other side of that equation, when prices are 
high in the US, as they are with the cyclical production they get, 
our Ontario egg people do not suddenly say, ''We are going to ship 
all our eggs to the States because of their high price." They have 
a bargain with Canadian consumers, saying, "If you support us 
through the level of cycle we have, or the lack of cycle, we will 
support you when we have opportunities to send our, eggs overseas." 


That particular thing is an exception to our general : 
marketing plan. It is a scheme on the part of the supermarkets t 
try to eliminate our marketing plan. It is a question for which 
there is no answer. Under our trading rules, whenever we cannot 
supply that grade of eggs--unless we go and breed a class of hen 
that only lays large eggs, and we might do that. It is something 
to do with the age of hens. It is only in their last few weeks of 
productive life that they put out large eggs. 


Meigelay Lor cee bite Jo) ard wOn.t:b em. 
Mreeprandcaw50me.oLsenem doanot. bike it.at.iall. 


Mrs. Kramer, I want to compliment both your organization and 
the work you do, the kind of protection you provide for consumers 
that would not be in place if it were not for the many -volunteers 
you have. You do an excellent job. I apologize for being a little 
late and not hearing the first part of your brief. I have read it 
and I was here for the end. I was impressed with that as well. 


legwaritesto, brangistoOnour rattentron yin .t hewlightwof.the 
comments made by my colleague from Hamilton, Mr. Mackenzie, that 
the situation is not quite as stark as he might want to portray it 
with respect to the whole free trade question. 


£0250 a.m. 


We have had a number of groups and organizations before us, 
and every one of them, including the honourable members of this 
committee, have had some apprehensions about free trade, freer 
trade, market access or any of the liberalized trade concepts that 
are before us. It is fair.to say that a very large number of 
people have come before us and indicated that, although there are 
risks and downsides, whether we remain with the status quo or open 
our trading arrangements with the US, the reality is that a good 
number of people, organizations and corporations have indicated 
that they feel the risks are far less if we move into free trade 
than if we were to attempt to protect our markets without opening 
up the arrangements between our countries in a somewhat more 
liberalized fashion. 
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I want to read into the record some of the groups we have 
had before us. Many have been from the academic field, but a great 
number have been from the business field. 


We have had John Crispo, for example, who has indicatea that 
free trade in some fashion is the direction to go; the Economic 
Council of Canada; the Canadian Export Association; CP Trucks; the 
US Chamber of Commerce, which I guess is understandable; the 
forest resources group of the Ontario Ministry of Natural 
Resources: the Canadian Manufacturers’ Association; the Ontario 
Ministry of Agriculture and Food; the Centre for Canadian-American 
Studies; the Canadian Business Equipment Manufacturers’ 
Association; and Polysar Ltd. 


I am not giving you a totally comprehensive list, but it 
includes a good number of the ones that have come before us. There 
have also been presentations from the Retail Council of Canada, 
the Metro Board of Trade, the Royal Bank of Canada, the Bank of 
Montreal, Holiday Inns, Connaught Laboratories, Algoma Steel and 
the Sault Ste. Marie Chamber of Commerce. 


These are some of the organizations that have indicated it 
would be to our advantage to increase or enhance our market 
Opportunities in the United States, recognizing that something 
like 90 per cent of Ontario's exports go to the United States, 
which leaves us with 10 per cent going to the rest of the world. 


I share the concern expressed by many members of this 
committee that perhaps we are too dependent on American trade and 
the volatility of the American market, and I think we should make 
every effort--you mentioned this in your brief--to deal with other 
countries and to expand our relationships with other areas where 
we are not directly dependent on one market. 


Your brief probably comes down on the side of caution in 
making sure the consumer is protected in whatever agreements we 
enter into in the future. That is probably a very good judgement 
On your part. If you attempt to protect. a particular industry, from 
any outside competition, the consumer loses in many instances. You 
have a closed market where the industry in question can charge 
whatever price it wants, recognizing full well that it does not 
have to operate in a competitive environment. 


In this committee, we have to reach a very sensitive 
balance. Your brief is valuable to us in the sense that you 
approach this question from a very sensitive and balanced 
viewpoint. I want to compliment you on that. I wanted to add the 
factor of the other groups that have come before us, either 
personally or by way of brief, and have indicated they favour at 
least negotiations in some form for enchanced trade opportunities 
with our major trading partner. 


Mr. Chairman: We have now had one rambling speech from 
each party-- 


Mr. Morin-Strom: I do not remember™~ one from ors. 


Mr. Chairman: Well, I would like to ask all members from 
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now on to try to confine their comments to questions of the 
witness as opposed to speeches. Are you finished, Mr. Brandt? 


Mr. Brandt: Do you want me to ask a question now? 
Mr. Chairman: All right. Go ahead. 


Mr. Brandt: In preparing your brief--because you have 
such a widely dispersed membership; I believe it is 160,000 
members--how did you come to a consensus with respect to this 
position? Can you give me some indication of the mechanics your 
Organization went through? Is this reflective of your total 
membership, your executive? How did you arrive at this being the 
position of your association? 


Mrs. Kramer: First of all, I am wearing my CAC (Ontario) 
hat. We do not have 160,000 membérs in Ontario. We wish we did, 
but we do not. We have something.-more than 50,000 members. The 
Views I have presented here are based on the overall policy of the 
association, which is derived partly from resolutions supported by 
our annual meetings and by the work of both our national and 
provincial economics policy committees. I consulted with them and 
resource people of that type to create this. 


Mir Ubrandt: dian notlaskingtthislin’ a critical *fashion; 
because Our committee does this kind of thing and other groups 
have done similar things, but do you involve yourself in any kind 
of professional consulting advice, or is this a layman's position 
in that it is put together by volunteers? 


Mrs. Kramer: Would you clarify what you mean by that? 


Mr. Brandt: Did you pay for any research that went into 
this brief? Are there any experts who have their opinions woven 
into the position you have put before us? 


Mrs. Kramer: I consulted people I consider to be experts 
Who -are“volunteers’ for the association. I also contacted, to be 
quite specific, our national office to ask a person on staff there 
about his views which would be those from our regulated industries 
program. Lt “is called RIP; it<ds easyitosremember, rest in peace. 
This program involves relatively more staff and is involved in 
presenting briefs before regulatory boards and that kind of thing. 


It was a composite of mostly volunteer people. The Ontario 
association did not directly pay anyone to provide us with the 
views here. 


Mr. Brandt: I have a couple of very brief questions. 
This issue has not reached a consensus across the country. Ontario 
is seen as being somewhat more hesitant, justifiably so, in 
entering into any kind of free trade agreement. We are erring, if 
at all, on the side of caution. The other. nine provinces have 
already expressed a view of wanting to enter into a free trade 
agreement rather quickly. 


Are you aware of your association in any of the other nine 
provinces taking a different position from what you have put 
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before us? I am talking about the provincial organization's 
position as opposed to the national pesition. Are you completely 
in lockstep across the country in where you want to go with this 
question? I can assure you the provinces are not. 


Mrs. Kramer: I believe this to be fairly typical of the 
views of our provincial associations regardless of what the views 
of the provincial governments would be. 


Mr. Brandt: Are you aware of any other briefs that have 
been brought forward by any of your provincial organizations? 


Mrs. Kramer: Nogal Pamence: 


Mr. Brandt: I do not believe there are any other 


provincial committees studying the question. There is a federal 
committee. 


If you were to ask someone in Alberta whether he was in 
favour of free trade, in all probability because of the very 
different provincial economy there, you would get an absolutely 
resounding yes. They favour moving into the American market on a 
more intense basis. 


Ontario's position is a little more cautious. That is why we 
are looking as carefully as we can at the question and trying to 
determine what the people of Ontario want and what is in the best 
interests of all the people of Ontario. 


Mr. Morin-Strom: I would like to ask some questions 
about your knowledge and experience of goods coming from Canadian 
suppliers compared to foreign suppliers. I wonder if you could 
give us an assessment of-- 


Mrs. Kramer: Are you thinking of the quality? 
Mr. Morin-Strom: Quality and-- 
Mrs. Kramer: Canadian products are excellent. 
Mr. Cordiano: We would never doubt that. 

je ee 


Mrs. Kramer: No; that is right. People are proud to buy 
Canadian; I cannot remember what the program is called, whether it 
is "Shop Canadian" or "Buy Canadian.'' We were invited to some of 
the-early talks about+thet; pttrhadva distinctive Labedii Lecannot 
remember whether it said "buy" or "shop." 


I only read the Canadian aspect of it. Canadian goods are 
very high quality. We do not tell consumers to buy them. When we 
have our product tests, we always indicate where the goods are 
manufactured. They are almost always Canadian products anyway, and 
some are better than others, but that is true of any range of 
products. 


There is a concern that is perhaps not directly in line with 
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what you asked me, but it is one that I am constantly reminded of. 
Members of our association frequently are working towards higher- 
quality products. We are not in favour of a throwaway society, 
planned obsolescence or that sort of thing, because we feel it 
wastes resources. 


At the same time, we must recognize that there are people 
who simply cannot afford to buy top-of-the-line products, even 
though they outlast everything else. There are people who have to 
buy inexpensive items; they have the same needs as the well-to-do 
or the middle class, but they cannot afford to pay the same 
prices. 


I am not saying that Canada should only make those; that is 
not true. What I am saying is that there must be products 
available that are safe and as durable as possible at the lower 
end of the.price range as well. 


Mrs Mor in-Strom: Over a period of time, is a person 
better off buying a higher-quality product? 


Mrs. Kramer: I think so, but some people cannot. I know 
a family that has 10 children, the oldest is 17, and they could 
probably not afford to pay, say, $100 for a child's coat. When you 
have to buy 10 of them, that is a lot. They would need something 
inexpensive. 


Mr. Morin-Strom: But if they have to replace that on a 
regular basis, are they not being penalized? Are they not actually 
ending up paying more? 


Mrs. Kramer: Possibly. Of course, there are hand-me- 
downs. On the other hand, that three-year-old--this is awfully 


~silly--is not going to wear that 17-year-old's coat when the 


three-year-old gets to be 17, because the styles will have 
changed. I have been forced to give away very high quality 
merchandise that has been saved as hand-me-downs too long. Sorry. 
1 did net meanrtovdrirttorfethe subsect. 


In general, we think Canada produces a very high quality 
line of goods. 


Mr. Morin-Strom: Generally, you think that, given the 
same price, the Canadian goods should be preferred? 


Mrs. Kramer: Yes, that is fair to say. 


Mr. Morin-Strom: How much of a premium do you think 
Canadians should be willing to pay for a Canadian good rather than 
a foreign good? 


Mrs. Kramer: I cannot give VOUmdwdO klar 1 Leure’. 


Mr. Morin-Strom: Do you think Canadians should be 
willing to pay an extra 10 per cent to buy a Canadian good rather 
than a foreign good? 


Mr. Kramer: I could not give you an association policy 
on a question Like that. How much is too much? I do not know. 
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Mr. Morin-Strom: Is that not part of what tariffs are 
all about, to encourage the purchase of Canadian goods? 


Mrs. Kramer: That may be true. We would hope that 
Canadian goods would compete in a Canadian market on the merits 
alone. I could also say that consumers are not homogeneous at all; 
some of them buy strictly for price. 


We were talking the other day with some people with one of 
the oil companies. They said people will go across the street to 
save a tenth of a cent a litre on gas, which is ridiculous because 
it will cost them more to drive the car across the street to get 
the gas, but they will do it. Other people would be more 
influenced by the fact that it was made in Canada or had other 
features which they felt were more than offset by the difference 
in price. 


I am sorry; I just cannot answer your question. 


Mr. Morin-Strom: Taking another tack on the same line, 
what about responsibility for the quality and safety of the goods? 
Do you experience any difficulty, from the point of view of 
Canadian consumers when they have difficulties with products from 
foreign producers, in getting back at the foreign producers in 
regard to accepting responsibility and liability for the goods? 


Mrs. Kramer: Generally speaking, I think they can go to 
their retailers. I cannot give you facts. I am not aware that we 
have had difficulty of this type, except perhaps in some products 
that are not on the mass market. 


This is something I thought of before I decided we should 
have a fairly general brief speaking more about the costs and 
product availabilities. One of the things that crossed my mind in 
reading over the mandate of the committee was that if there is 
more free trade, there would be more products, particularly of the 
kind that a consumer cannot look inside. I cannot evaluate an 
electric can opener too well, for instance, but I can pretty well 
evaluate a piece of clothing because I can look at it inside and 
out. I do not know what goes on inside a radio or television set. 
This is something that will have to be looked into if there are to 
be more imported goods. 


Mr. Morin-Strom: Do you know whether under the Canadian 
legal system the consumer has complete rights with respect to 
liability to prosecute foreign producers of goods? 


Mrs. Kramer: No, I do not know. The consumer would go to 
the source from which he purchased his item. If he could not get 
satisfaction there, it would depend on the amount whether it was 
worth going to small claims court or appealing to us and other 
groups to initiate some kind of PR campaign to discredit that 
retailer. 


I do not think™’you are-going=to go-to a’ foreigner coeuntry. co 
obtain redress on a relatively small purchase, but you will not 
buy that product from that country again. 


You talked about something I had thought of; we must insist 


a nr aT 
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that imported products meet similar basic standards of being able 
to perform the purpose for which they were created for a 
reasonable length of time and that they meet our safety standards. 


Mr. Morin-Strom: This example would not be a consumer 
one specifically, but say it was a thing like a broken rail on one 
of the major rail lines in Mississauga that caused the evacuation 
of part of the population a few years ago when there was a major 
spill. In a case like that there may be liability to the producer 
of that rail, but if that producer is not a Canadian company, how 
do we have recourse for a major accident, a major tragedy that 
could be the result of negligence of a foreign supplier? 


Mics Mianers. leview. tC) as a complication. 


Mr. Morin-Strom: In a sense I would see tariffs as being 
one way of them paying a penalty which could be used by the 


-government to provide an insurance program to cover unforeseen 


LPpabii Litie's. 


_ On a separate thing, product standards, one of the concerns 
with respect to trade agreements is the removal of nontariff 
barriers. One of the difficulties is the fact that there are 
different product standards from one country to another. Do you 
feel there is any reason why Canada should have its own product 
standards, or should product standards between the two countries 
be uniform? 


Mrs. Kramer: I believe Canada should establish product 
standards suitable for this country. In doing so, we should look 
at standards that are available in other countries. If they should 
be way out of line, or if they differ markedly from those of 
countries from which we wish to import, we should look at why 
there is a difference and whether this is a vital difference. 


tvaltO: da mv. 


Mr. Morin-Strom: So you do not think that should be an 
item on the negotiating table in terms of one of the objectives 
being common standards for Canada and the United States? I am 
taking the point of view that is a nontariff barrier and we have 
to eliminate differences and standards. 


Mrs. Kramer: I think Canada should look at the standards 
it feels to be essential and then look at how foreign goods 
measure up to those standards. In that case, Canada may wish to 
change its standards. I suppose I am saying both yes and no to 
what .you are asking me. 


Mr. Morin-Strom: Do you think Canada should keep 
complete autonomy over those standards or; as a compromise, do you 
think maybe there should be a joint commission which could 
adjudicate how common standards could be determined and 
established? In other words, should Canada have its own standards 
or do you think that should be up for negotiation? 
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Mrs. Kramer: It would depend on the nature of specific 
differences. For instance, our country is colder. Maybe a 
resistance to cold is more important here than it is in some other 
countries. 


Mr. Morin-Strom: You are saying you are opposed to the 
concept of a joint committee that would be able to tell Canada 
that it has to accept a common standard with the United States? 


Mrs. Kramer: I refuse to give you a yes or no answer. I 
think it would have to be looked at. 


Mr. Morin-Strom: That seems to be an area that should 
directly affect consumers. It could very well be an item that 
would be up for negotiation. 


Mrs. Kramer: I am sorry. Did you say, would or would not? 


Mr. Morin-Strom: It could very well be up for 
negotiation, perhaps with the authority going to a joint committee 
versus us maintaining an absolute veto. 


Mrs. Kramer: I still say it is possible. It would depend 
upon the nature of the product. We do not want to see the safety 
of Canadians compromised. Possibly we would be more flexible on 
quality and colour. I think it is also a question of case by case. 
It would have to be looked at quite carefully. 


Mr. Ferraro: Mrs. Kramer, I have two questions 
specifically. One may be somewhat redundant, but I find I need 
some reconfirmation or further emphasis on your part. 


I assume that your association is stating we can no longer 
have the status quo. In other words, protectionism and/or the 20th 
century is a reality and changes have to be made. Is that a safe 
assumption? 


Mrs. Kramer: Yes. 


Mr. Ferraro: Okay. You did not hesitate, so I appreciate 
that response. 


The second question deals with a specific item you had on 
page 5 that caught my particular interest. When you talk about 
removing obstacles to free trade, you also talk about 
interprovincial restrictions that we are aware of to a significant 
degree. But for the first time you indicate there is difficulty 
and there are obstacles to free trade that affect consumers within 
Ontario itself. I assume you are saying that specifically with 
regard to the transportation restrictions and cost. I want you to 
confirm that for me, if you will, and to elaborate to a degree. 


Secondly, what steps has your association taken, at whatever 
level of government, if any, to voice those concerns? 


Mrs. Kramer: It. is.primarily,iin the trucking industry). rl 
am not an expert on it. This was mentioned to me by one of our 


morief. 








E-19 


/experts as one. Trucking is not always carried on in the most 


energy-efficient manner because of the regulations in place. The 


| trucks do travel empty when there could be a way in which they 
could have goods going back and forth. 


iterusG.so happens there is an article about trucking in our 


Mr. [Ferraro:Is;suppose to some’degree too, if I can 


mraise it without distracting you, the difference in the cost of 
_ gasoline between northern Ontario and southern Ontario would have 
a bearing on consumers. 


Mrs. Kramer: Yes. 


Mr. Ferraro;4 But thatias,an aside,..l. suppose. 


Mrs. Kramer: Yes. Our association, mainly through our 


_regulative industries program in our national office, has wished 


that there were somewhat fewer regulatory controls over trucking. 
Within Ontario was not perhaps the wisest choice of words because 
I am not aware of each of the rural townships having borders. 


We were also asked a couple of years ago to comment on the 
regulation of transportation as far as milk was concerned. As a 
lay consumer, I was quite surprised to discover some things about 
it. We just all spelled out that the milk trucks can only go from 
here to there and so on, probably on a fairly efficient basis. We 
did not say this was wrong, but I did not realize it was so 
absolutely cut and dried. It is very hard to change things like 
that even if conditions and populations change. The rules are set 
down that you shall move only from here to there. 


Mr. Ferraro: It is a very interesting scenario and 
somewhat confusing for me, but is there not’ a fear to some degree 
that if government regulation or legislation came in to alter this 
situation, this inequity, that consumers could be paying more? 


Lesisteathnowsthatwoutieslaaninoteasproponent jot ithisszat yal LT: 
I am just being the devil's advocate now. If there was a 
subsidization of gas, for example, in northern Ontario, in reality 
is it not the taxpayers, the consumers, who pay for .it one way or 
another? 


Mrs. Kramer: We pay for everything. 
Mr. Ferraro: It is a catch-22 situation to some degree. 


Mrs. Kramer: Yes, consumers always. pay. One concern of 
our association has been to try to make it as progressive a kind 
of payment as possible. Many consumer items--again 1 go back to 
food and clothing--are essential for everyone. There is a choice 
on how much you can pay. You can buy top-of-the-line items or 
lower down, but everybody has to have them. Increases in those 
areas tend to impact mostly on people who spend the most of their 
disposal income on those products. 
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Mr. Ferraro: Do you have any ideas on how we can get rid 
of these barriers internally as a province and yet not pass the 
cost on to the taxpayer? 
Mrs, Kramer: 1 will not solve that forgyou. 


Mr. Ferraroe lawash. youscould:, 


Mrs. Kramer: So do I. I would be happy to right it, to 
unravel it, yes. 





Mr. Ferraro: Okay. Thank) you very much, 


Liv 20, aati: 

Mr. Mackenzie: Just for a moment, I will try to be short 
and direct, Mrs. Kramer. Your response to Mr. Ferraro's question 
was that you were satisfied there was no option but te proceed 
with the free trade talks, that the status quo in today's modern 
age is no option. Given our concerns, given the fact that 90 per 
cent of our trade is now in that one basket, do you reject out of 
hand--I just want to be sure of your position on this--a status 
quo arrangement that could set up a much better mechanism for 
dealing with the individual trade irritants we have, perhaps some 
kind of joint commission such as we have for the waterway, and 
just letting talks on trade continue as they do now, without any 
kind of agreement, almost every day of the year with various 
companies and organizations? 


In other words, I want to be sure you are totally rejecting 
what might be called a status quo arrangement--I do not consider 
it a status quo arrangement because the trade talks are going on 
at all times without the agreement, whether we enter into it or 
not--but with a much better mechanism to deal with the problems we 
are facing. 


Mrs. Kramer: 2f°4 "said ‘Mwas-—— 


Mr. Mackenzie: Do you reject very clearly the status 
quo, given the current day and age, and do we have to enter into 
talks? 


Mris. oKramere.], ameaskiney fort £lexibidity- andara 
willingness to consider change. I am not saying throw out 
everything. 


You mention the International Joint Commission, which has 
been a very praiseworthy organization, but I am not sure that it 
has succeeded in accomplishing everything we wanted accomplished 
regarding the Great Lakes. It is my understanding that Canada's 
contribution towards cleaning up the lakes has been considerably 
more than that from the other side of the border with regard to 
water quality etc. That was a step in the right direction, but did 
it really-- $ 


Mr. Mackenzie: Whether, itijis a») good! one? or not*,).it? isican 
analogy. The argument we constantly hear is: "Hey, we cannot stay 
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with the status quo. We have to enter into free trade talks that 


are designed to remove all of the barriers as a defence against 


mche protectionist legislation that is facing us in the US." But 


even now 90 per cent of Ontario's trade is with the US. We really 


have all of our eggs in one basket. That may increase, regardless 


of what we do. 


There are trade talks going on. We are not suddenly going to 
initiate free trade talks. They have never stopped and they never 
will stop. Is it possible that a better approach would be to find 
some mechanism of dealing with the irritants, which are fairly 
obvious now--auto, hogs, and what is the one that most often gets 


mentioned? 


Mr. McGuigan: Logs. 


Mr. Mackenzie: Logs. Is it better to try to deal with 
the irritants in various areas rather than finding some way of 
totally opening the trade barriers. 


Mrs. Kramer: Again, 1 am not going to answer with a yes 
or ano. It is the view of our association that it would be better 
to take a broad approach rather than a specific one because one 
thing tends to create another chance someplace else. This does 
become very complex and tends to increase costs to consumers. 


Mr. Mackenzie: There is a tendency for all of us to try 
to get absolute access, and I understand that. I am just trying to 
discover exactly how far you were going when you agreed with the 
way Mr. Ferraro put his question. Have you rejected anything but a 
free trade option? 


Mrs. Kramer: I did not intend my answer to his question 
to be that absolute. 


Mr. Mackenzie: Thank you. 


Mr. Cordiano: On page 3, your brief makes a statement 
about large-scale manufacturing having a number of benefits to the 
consumer: lower prices of goods, etc. You also state here that the 
association believes the economy requires medium and small 
businesses as well. , 


Given the fact that most of the new jobs that are created 
today are created by small or medium-sized businesses, it is 
inevitable that more small firms will be created if our economy is 
going to grow. Do you think that would be a detriment to the 
consumer, if our economy produced smaller businesses which serve 
the needs of certain market segments? Is that what you mean to 
suggest? 


Mrs. Kramer: No, no. If I have written it that way, that 
is the opposite of what I mean. We believe there are many consumer 
needs which probably can be met only by small businesses because 
some demands are quite small. There are more of us who are getting 
older. Some old people have fairly specialized needs in consumer 
groups of all types. I do not think a huge company to meet them. 


BaZZ 


Mr. Cordiano: Right. This leads me into my next question 
about the trade agreements. You seem to suggest here a concern 
that the biggest firms will gain the most, or that it would be 
tailored to their needs and their interests. Is there anything 
that you base that on? Is there something we do not see here? 


Mrs. Kramer: It is our general understanding that when 
things are negotiated, it is the big firms that get in there. They 
have the money to bring people, even as I am sure they have 
brought people to your inquiry here, with glossier-looking briefs 
than mine. That is fine. I am not trying to make a slur against 
glossy. 


Mr. Brandt: Not necessarily better, but glossier. 
Mies. (ktamer terhausis (raghts 


It is difficult for a small business to compete in this 
manner. We are afraid they will get left out. 


Mr. Cordiano: We have had presentations made to us 
regarding specific areas of our economy, specific segments in 
which we have to become more competitive in order to create the 
jobs we require. I think it has been the belief of this committee 
that those areas are very important to our economy. In a free 
trade negotiation, those areas would be considered crucial and 
perhaps some sort of special arrangements would be made. 


Getting back to that point, I was wondering whether you have 
any knowledge of any particular areas or segments where small 
firms have concerns. What I am trying to get at is whether your 
association has any knowledge of those areas in which there is a 
great deal of concern in addition to some of the larger concerns 
you have. 


Ms. Kramer: I am sorry, but I am not prepared to be more 
specific than what I have said here. 


Mr. Cordiano: Thank you. 


Mr. Chairman: Any other questions? Mrs. Kramer, I might 
indicate to you that despite the occasional insistance of 
politicians on a yes or no answer, I can assure you that the 
members of this committee can become very agitated indeed when 
they are asked to give yes or no answers to some of these 
questions, as we internally observed yesterday. 


I want to thank you for your presentation. It was a good one 
and it gave us the view of the consumer. I think that was what you 
were trying to reflect today. It is a view we all must consider 
because there are consumers in all our ridings, I am sure. 


I suppose I can suggest to the committee that, at least in 
the short term, the consumer can be added to wallpaper, cement and 
Polysar as a winner. We have to consider, of course, whether or 
not in the long term the consumer will have the money to buy the 
items that might be cheaper in the short term. That problems rests 
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squarely on the shoulders of this committee. Thank you very much 
for the time you have taken and the work you put into your 
presentation. I assure you we appreciate it very much. 


Mrs. Kramer: Thank you very much. 


Mr. Mackenzie: Mr. Chairman, with regard to your 
remarks, I am not sure the verdict is in on whether or not even in 
the short term they will prove to be the winners. 


Mr. Chairman: Yes, all right. There is a perception at 


least that they may be. 


Mr. Mackenzie: I agree with that in the case of those 


who keep their jobs. . 


Mr. Chairman: For those who keep their jobs. Yes, that 
is what I was attempting to say too. 


Members of the committee, our next witness will not be here 
until 3:30 p.m. It was suggested yesterday that in the interim we 
revert to our in camera discussions. I would also indicate that 
this afternoon I have an engagement in my riding, which predates 
the formation of this committee, and I will not be here this 
afternoon. Mr. McGuigan will be chairing. 


We could commence those discussions again now, or it might 
be more valuable to adjourn now and resume our hearings at 1:30 
p.m. instead of two o'clock so that we have two full hours of 
discussion as opposed to breaking it up for lunch. What is the 
view of the committee? 


Mr. Morin-Strom: It was my understanding that we were 
going to resume the discussion on Monday. 


Mee Ghatrman: Ds that the consensus of the committee? 
Fine. We will adjourn now until 3:30. 


The committee recessed at’ ics3l a.m. 
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The committee resumed at 3:40 p.m. in committee room 2. 


ONTARIO TRADE REVIEW 
(cont inued) 


The Acting Chairman (Mr. Knight): I am taking over the 
chair as interim chairman because unfortunately our vice-chairman 
has not arrived. He was going to take over for Mr. Cooke this 
afternoon. 


This afternoon we have Dr. Neufeld, senior vice-president 
and chief economist of the Royal Bank of Canada, appearing before 
us. Il «see a couple of his confréres with him. Perhaps Dr. Neufeld 
would introduce them. 


If you would like to present your brief, we will ask for any 
questions there might be afterwards. 


DR. EDWARD P. NEUFELD 


Dr. Neufeld: Mr. Chairman, we have in the hall today Mr. 
Gulliford and Mr. Tedman, both with the Royal Bank here in 
Toronto. 


It is indeed an honour for me to have been asked to appear 
before your committee. I particularly appreciate being given this 
Opportunity to discuss Canada-United States trade policy with you 
because it is an issue of great importance to this province and to 
all Canada. 


The debate on this issue has been moving very swiftly. Prime 
Minister Mulroney, in a statement to the House of Commons on 
September 26, moved a step closer towards the beginning of trade 
negotiations with the United States. On the same day and just 
before the Prime Minister's statement, Premier Peterson outlined 
in a public address the conditions that he felt should hold in 
order to reduce the risks and broaden the prospects for Canada in 
any negotiations with the United States. 


Even well before these statements, the issue of the impact 
on Canada of trade liberalization has been examined professionally 
and exhaustively a number of times. Most recently, we have seen a 
study done for the C. D. Howe Institute by two authors, one of 
whom was Professor Lipsey, and the Royal Commission on Economic 
Union and Development Prospects for Canada. As well, the Special 
Joint Committee of Parliament on Canada's International Relations 
submitted its interim report to Parliament on August 23 after 
quite extensive hearings. 


In the light of these developments, some might feel that 
events have to a degree overtaken the deliberations of this 
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committee, the Ontario select committee on economic affairs. Let 
me hasten to add that, in my judgement, nothing could be further 
Promethe, truth. 


There is urgent need now to develop a better consensus in 
Ontario on the major issues in the trade dispute. Without such a 
consensus, actual progress in developing trade policy will be long 
in coming. Your committee is unusually well placed to make a vital 
contribution to building such a consensus in Ontario. 


I would like to refer briefly to the issues on which a 
better consensus is needed. I have used that word four or five 
times quite deliberately. I will do so in a way that at the same 
time as it indicates where I think consensus must emerge, it also 
indicates what my own views are. 


First, the overwhelming weight of research evidence 
convinces me that there are significant and permanent benefits to 
Canada and Ontario in adopting a policy of appropriately phased 
trade liberalization with the United States. There are also 
benefits to the United States. It is these mutual benefits that 
form the basis for a successful negotiation. 


Let me underline that for this reason it is wrong for us to 
believe that if the United States gains, we must lose, or if the 
United States appears positive about negotiating, we should be 
suspicious. Yet I sense already, as 1 read the press and the 
discussions, that these are elements of the debate at this time. 
We should be wary of them. 


Second, there are transitional costs in trade 
liberalization. There is no logic in having these carried only by 
the individuals and the companies directly involved. Adjustment 
programs are an essential part of trade liberalization. Their 
costs should be borne in part by the nation as a whole, just as 
the benefits of liberalization will go in part to the nation as a 
whole. 


At the same time, transitional costs should not be used as a 
reason for opposing trade liberalization. They should be used to 
make the case for transitional adjustment policies. In reading 
through the evidence of this committee, I could not help but 
notice the number of times witnesses were mixing up the benefits 
of trade with transitional costs without separating them clearly. 
They must be separated and the recognition has to be that it is 
not possible for the transitional cost argument to be a 
fundamental argument against the case for trade liberalization. It 
is a case for having transitional policy. 


Third, it 41s: important. to wecocnizeuthat. thestransitionall: 
costs involved are not fundamentally different from the 
restructuring costs that a rapidly changing economy, an economy 
such as ours, faces all the time. Only think of the changes that 
are occurring in our resource industries because of changes in 
demand and international competitiveness; in our manufacturing 
industries because of changing production technology; in our 
recreation industries because of changes in lifestyles; in our 
service industries because of the need to minimize labour costs, 
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and in many hundreds of individual companies because of failures 
of management or because of the need for rationalization. 


Let me illustrate this question of the degree of ongoing 
economic change taking place in Canada. I have some examples. 
During the last five years, 1,826,000 Canadians have moved from 
one province to another, many of them in response to economic. 
ppportunities. Since 1970 the participation rate of women in the 
labour force has increased from 38 per cent to 53 per cent, or by 
1.4 million-persons. The economy has accommodated these huge 
structural changes without major disruption. 


Between 1980 and 1984 over 45,000 businesses in Canada, 
including nearly 15,000 in Ontario, have closed their doors 
through bankruptcy. This is a fact of life in a competitive market 
economy and the economy absorbs it, in part through the emergence 
of new companies. I believe, therefore, that well-managed trade 
liberalization would not pose fundamentally new challenges of 
change. If trade liberalization is appropriately phased in, the 
challenges would probably not be as great as those being absorbed 
now every day. 


p:)0 p.m. 


Fourth, because of rapid changes in the whole of the 
international economy, a decision to do nothing with respect to 
trade policy is not a decision to keep what we have. Rather, it is 
a decision to lose part of what we have. Therefore, for Ontario, 
as for all of Canada, orderly trade liberalization is the means to 
preserve and create jobs in Ontario and to protect living 
standards. It is not a threat to these objectives. 


Fifth, there is great need to recognize that trade 
liberalization is an essential element of good industrial policy. 
As a nation we cannot hope to build a strong economy with 
industries that cannot meet the competition. This is true for 
putely domestic companies, for companies that live on exports and 
for companies that face import competition. Strong, competitive 
companies create jobs and provide good wages to workers. 


Sixth, because of the importance to us of the US market, it 


would be against our interest to wait until progress is made in 


multilateral discussions in order to improve our access to the US 
economy. Let me hasten to add that this need in no way reduce our 
interest in and strong support for the General Agreement on 
Tariffs and Trade negotiations. 


Seventh, we should not waste too much time arguing over what 
Our approach to negotiations with the United States should be, 
whether it should be general or sectoral. We should do what 
negotiations reveal to be possible. I would guess this would 
almost certainly be somewhere in between those two options. 


Eighth, we should recognize that if failure to gain better 
access to the US market means a deteriorating economy in Canada in 
relation to the United States, one with reduced confidence in 
itself, this could ultimately pose a threat to our cultural 
identity and political independence. 
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My final point is that we should recognize that trade policy 
can do only so much for us. If fiscal and monetary policies, not 
to mention federal and provicial industrial and wages policies, do 
not generate increased economic efficiency and an environment 
hospitable to growth, trade policy will not save us by itself. 


‘These, then, are the issues and areas on which I believe 
there should be better understanding and consensus in Ontario. I 
would like to elaborate on a few aspects that seem to me to stand 
out. 


For Ontario the potential benefits of trade liberalization 
are particularly important, because the US market is huge. 
Canada's resource industries for the most part already have 
unhindered access to a large market. It is Canada's manufacturing 
centre, concentrated in Ontario and Quebec, that stands to gain 
most from reduced trade barriers. It would be able to achieve the 
volumes of specialized production it needs in order to lower 
costs, increase production and create jobs. Without such increased 
access it could not be looked to for a healthy expansion of 
employment opportunities for Canadians. 


If manufacturing does not create jobs in Ontario, what 
sectors will? Many firms in Ontario now face the prospect of 
lacklustre growth because they are without world-scale markets. 
That situation must be unblocked. In the absence of liberalized 
access to larger markets it is Canada's industrial heartland, 
Ontario and Quebec, that would suffer the most. 


A bilateral approach to Canada-United States trade 
liberalization seems to me to be well suited to Ontario's 
interest. Consider that whereas 76 per cent of Canada's exports 
went to the United States last year, fully 90 per cent of all 
Ontario's exports outside Canada were destined for US markets. 
Protecting that market and building on it is of overwhelming 
importance to Ontario. Orderly liberalization of trade would 
enable Ontario industry to do just that by becoming more 
competitive. At the same time, it would enable it to acquire-in an 
orderly way the competitiveness needed when other world markets 
are opened up in the next GATT negotiations. 


We should recognize the close relation between Canada-United 
States trade arrangements and job-creating foreign investment in 
Canada. A plant in Canada is more attractive if it is in a 
position also to supply the US market, as it would be under 
liberalized trade. Furthermore, in some areas of manufacturing 
where Canadian costs would be more than competitive with US costs, 
foreign investors would have a positive incentive to locate in 
Canada. They would not do so, however, if access to the US market 
did not exist or if there were great uncertainty over how long 
that access would last. 


Perhaps one of the most difficult political aspects of any 
trade liberalization process is that the benefits of trade 
liberalization are more dispersed and therefore less visible than 
the costs, even though they outweigh the costs. This is probably 
why trade associations tend to support liberalization more than 
individual companies and why costs generally receive more public 
attention than benefits. 
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Trade liberalization negotiations need not be a high-risk 


I} venture. It is not a process that, once begun, cannot be guided 


and shaped to ensure that vital interests are protected. The key 
would seem to be for Ontario to take a prominent role in the 


| negotiating process, so the management of transitional costs goes 


_hand in hand with the creation of new opportunities. I agree with 
_ those who believe that the time has come to leave generalizations 
behind and become specific as far as Canada-United States trade 

negotiations are concerned. 


This can only happen if there is a broad understanding and 
consensus in Ontario and throughout Canada that moving positively 
into bilateral negotiations is in our interest; that transitional 
costs must be shared; that with good management the economy can 
_ absorb the structural changes involved; that to do nothing is to 
go backward, and that for Canada economic, political and cultural 
security will be enhanced by a strong economy that is shaped to 
meet the challenges of a very competitive world. 


Thank you very much, Mr. Chairman. I would be pleased to 
respond to the questions of the members of the committee. 


The Acting Chairman: Thank you. Are there any questions 
from the committee? 


Mr. Brandt: Dr. Neufeld, thank you for a very 
interesting brief. As has been the case with a number of briefs we 
have received lately, it has added substantially to the dimension 
of the issue and given us a whole host of new information that is 
of importance to this committee in arriving at our conclusions. 


There are those who have put forth the argument that with 90 
per cent of our trade in the export area now being dependent on US 
markets, a free trade agreement will accelerate that process and 
make us even more dependent on one market, as opposed to the other 
argument which would be to enhance our trade in other parts of the 
world. 


I wonder if it follows logically that through free trade we 
will increase trading activity between the United States and 
Canada and there may be an increase in that 90 per cent. Would 
that concern you as an economist and as a banker? What are your 
feelings on that? 


Dr. Neufeld: My best guess is that over a period of a 
decade that ratio may not change very much. The increase in our 
cost advantages that would come from having a larger market in the 
United States would also serve us well in our competition with 
other countries.. We would be a more effective player in all 
markets from the point of view of industrial efficiency. I do not 
necessarily think that over a period of time the ratio would rise. 


In any case, it would not concern me very much if it. did 
tise. When all is said and done, trade is an economic issue. It 
arises because of efficiency. If you are holding it back for 
noneconomic reasons, it weakens the nation. If it works out that 
we have this high degree of trade, as is the case with other pairs 
of countries in the world, because we can be an effective player 


in the US market, I do not think that would raise new problems for 
us. 


4 p.m. 


Mr...) Brandt: “There. is a’ recent’ study. by the Ministry of 
Industry, Trade and Technology--although we have not yet 
officially seen it, there have been press reports on it--which 
indicates that Ontario could place in jeopardy more than a quarter 
of a millyon, fobs} "part rcularly in the manuractur ing sector, 11 we 
entered into a free trade agreement. 


I do not believe the other side of the coin, which is part 
of the area you covered in your presentation--namely, the 
benefits--was addressed adequately in that study. I say this from 
a position of not having seen it yet, but there are counterpoint 
arguments here, one being what you might lose and the other being 
what you might gain. Our committee is involved in trying to 
determine what the sensitive balance is between those two. 


Would you like to make a comment on whether that seems like 
a tealistic loss? If there are those negative areas with which we 
have to concern ourselves--namely, the loss of 250,000 or more 
jobs; and I think I am being charitable when I use that number, 
because I believe the study said 270,000--where do you see the 
counterbalancing advantages or opportunities on the other side of 
the ledger? Perhaps you could identify those as well. 


Dri.t Neutedd slo wilindo, the peste can. Pitget.swieD 
regard to the question of pointing to the job loss, you have made 
the effective point that I would make, which is that there is the 
other side of the ledger. Any ledger gives an unbalanced view if 
you look at only one side of it. What we are saying is that jobs 
gained would exceed jobs lost. That is the first point I would 
make. 


The second point is, the assumption in those studies that no 
jobs would be lost if you did not do anything, is wrong. 


Mr. McGurgan? “Just. tookvatc, Chatham. 


Dr. Neufeld: Yes. I am suspicious of studies that look 
at only one side of the story. They should answer two other 
questions: (1) How many jobs would you lose if you did not do 
anything? (2) How many jobs would be gained from that policy? That 
would be a good study. 


Concerning whether the 270,000 is a reasonable impact, any 
of those estimates are pretty general in nature. You cannot 
identify it because most often those studies tend, unfortunately, 
to be on an industry basis rather than on a company-specific basis. 


We know from past moves towards trade liberalization one 
thing that does not happen is to wipe out industries; that does 
not happen. What happens is that you get regrouping in industries. 
The strong survive and the weaker move out. Therefore, it is very 
difficult to get a really hard figure for jobs lost. But when you 
have a situation in which the growth prospects, by the best kind 


i 


E-7 


of application of an analysis that one can make, are positive on 
balance, it also means that job prospects are positive on balance. 


Concerning the counterbalancing advantages in a very 
specific way, I have mentioned what I think is a key point, which 
is that, for the most .part, trade liberalization does not lead to 
the wiping out of industries. What it means is a regrouping of 
industries; the changing of scales of production. 


Therefore, 1 would envisage the gains being very broadly 
spread over. manufacturing industries in Ontario. They would not 
just be here and there; it would be very broad where individual 
companies would find their niche in the international markets. 


We have already had some examples in the Canadian 
telecommunications area and others where, when management took the 
decision to move into those markets in the way that current trade 
law permitted, the results were really quite encouraging. Canadian 
companies can be world players; they have the expertise and the 
intelligence to be world players, but they cannot do so without 
the markets. So I would see the gains, the counterbalancing 
advantages flowing very broadly amongst Ontario industry. 


Mr. Brandt: Because a lot of the emphasis in our 
committee meetings has been on the losses, I wonder whether you 
might expand on the area of your brief in which you talked about 
the transitional costs. You really did not identify completely 
what you meant by "transitional costs." 


I would assume one of the factors would be the possibility 
of the 270,000 job losses that were identified in the study, if 
that is an accurate figure. 


Dr. Neufeld: «Yes, it:is. 


Mr. Brandt: How do you see a comprehensive response 
program being put into place that would allow us to minimize any 
of the hardships suffered as a result of this transitional period? 
What do you think the government's role in all of that would be? 


Dr. Neufeld: I think the government has a very important. 
role because I think it is a national responsibility. When all is 
said and done, our protected industries that grew up behind walls 
of protection did not do so because of decisions they made. The 
government was the national authority that made the decision to 
construct that protective system. It is not their fault. 


Therefore, if national policy dictates those barriers should 
now be dismounted, that is not the fault of those individual 
companies either; it is a national decision. There is a 
responsibility on governments, both federal and provincial, in the 
matter of transitional costs. Therefore, I would say the role of 
government is crucial. 


The second point I would make is, with respect to the 
character of the costs, you have to get back to people. There are 
individual workers of all kinds and individual corporations 
involved in change. You want both to have help in overcoming the 
impact of changes in the trade laws they face. 
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With respect to workers, it is a question of assistance in 
training, retraining or moving. In the case of companies 
themselves, give them a fighting chance to increase. In some 
cases, it will be a question of increasing their levels of 
production, their equipment modernization, changing their product 
lines, or rationalization. These are the two major areas: changing 
the character of the plant so it can be competitive, and equipping 
the people who are caught in change for adjustment. 


Mr. Ferraro: With respect to the adjustment process and 
the part the government has to play, which you just mentioned, 
could you elaborate on the posture the banks would take? 
Certainly, this adjustment process will have to see, to some 
extent, a change in posture from the bank's standpoint. 


Dr. Neufeld: I would put it more broadly than that. I. 


would ask what the accommodat ing posture of the financial industry —-- 


would be, because it is not just banks. Here, we are perhaps 
talking about the need for longer-term capital for modernization, 
expansion and so on. Then you are in the area of their ability to 
get long-term capital through equity issues and long-term bond 
issues, as well as accommodating bank lines for operating purposes 
and so on. 


Mr. Ferraro: I did not want the presidents of trust 
companies to telephone you tomorrow and swear at you. I was just 
going stoglLetPenesbank presadentsweall: 





Dr. Neufeld: I do not worry about calls from trust 
companies. It is a broad question. You are raising the question of 
the flows of capital to permit this transition. It is a very solid 
question. 


Mr. Ferraro: I am also raising the question of the 


patience of banks. 


Dr. Neufeld: Again, I would say the patience of all the 
players who provide the bundle of services needed; this includes 
investment dealers, the long-term investors such as insurance 
companies and so on. It is a very valid question. 


4:10 p.m. 


The key is to have a policy framework which establishes the 
fact that corporations or companies caught in the transition can 
be viable and credit-worthy organizations. Without that, private 
capital will not flow. It will not because shareholders would not 
permit it. Bank depositors would not permit the declines in 
interest rates they get for the sake of reducing costs on the 
interest rates being charged on loans. 


We have to be very realistic about it. We have to have 
government policy of a kind that enables the corporations involved 
in change to be viewed quite properly as sound, solid and 
cteditable organizations. if, thateds* sor" private, Capital. willie tlow 
intoethat transition. Tisitudsrnoty soe ate wi tienote 


Mr. Ferraro: Are you saying government should have these 
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policies in place? I am not quite sure as to the posture of the 
banks. Are you saying that essentially their requirements and 
priorities would remain unchanged? 


Dr. Neufeld: In the sense that I do not think any 
private institution is going to make loans that it feels will not 
be repaid, whether it is a bank, a trust company, a credit union, 
a caisse populaire or what not, or whether it is any organization 
in the United States, United Kingdom, Germany, France or wherever. 
I do not think that is a possibility. Therefore, if you mean it in 
that sense that the posture of the financial system would remain 
unchanged, my guess is it would. 


However, I would go much further than that because lending 
now has become much more complicated than it used to be. We now 
have to have much more detailed knowledge of what is happening in 
an industry than used to be the case. We have sectoral study 
groups and research groups in the bank that try to tell us what 
really is going on. The bottom line is to try to find out what the 
risks aré, what the good companies are and where the opportunities 
are so one can make more intelligent lending decisions. The 
process going on these days is exceedingly well suited to the 
kinds of changes that would emerge through adjusting to trade 
liberalization. 


In other words, it is not too likely that the system in 
general would make foolish decisions just because of inadequate 
study of the situation. If the facts are that an organization can 
make that transition, it has to support policies so that it can be 
a profitable and viable organization. This may not have been so in 
past decades, but these days those facts will be known to lending 
institutions, at least to enough of them so their funds would flow 
in that event. 


Mr. Mackenzie: You will acknowledge that this 
occasionally breaks down, which appears to be the case with the 
Northland Bank and the Canadian Commercial Bank recently with some 
of their loans. 


Dre Neufeideeiougaresnicht wad taisenot ditt teu Legtospoane 
out in retrospect individual instances where lending decisions 
were not very good ones. I agree. However, speaking more from what 
I see going on in the institution I know best, which is the bank, 
the emphasis is on knowing the needs of your customers. They do 
not have to come to you; they have all kinds of options. To reduce 
risks and keep your customers, you need a much more professional 
view of what is going on in their industry than you did before. 


This sort of attitude, expertise and knowledge would be 
particularly valuable in a period of rapid change, whether it is 
produced by rapid technological changes, as is the case now, or 
whether it is produced by changes introduced by trade 
liberalization. 


The Acting Chairman: Maybe we can get back to the 
speakers’ list I now have: Mr. Brandt and then Mr. Morin-Strom. 


Mr. Brandt: I have a couple of questions. I may well be 
able to wrap them into one. 
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I want to get some feel for your attitudes with respect to 
the transitional period or phase-in period. There are some who 
have suggested that perhaps a decade or longer may be necessary 
for an appropriate adjustment period to sensitize the economic 
restructuring that would be necessary in this trade liberalization 
proposal. What time frame do you think is realistic from a 
banker's perspective? 


Dr. Neufeld: I think one would be well advised to be 
pretty prudent. In other words, if you put in place transitional 
policies, you should say: "Let us have a look at it for a decade. 
Let us assume it is a decade." 


It is the case when you look at developments in the European 
economic community during the period of liberalization. Much of 
the change was much swifter and digested much more easily than 
they had thought when they were planning.-It-may--well be that 
would also be the case here. Quite a lot of it would.be done 
before the end of the decade. But when you are talking about 
retraining people and permitting corporations to adjust to new 
circumstances, it is best to err on the side of caution. 


The other point I would make is that the sort of trade 
negotiation that I have in mind, and the sort of results that 
would flow from it, is itself a process that is going to take a 
certain time. I do not think we are talking about a year. I read 
some comments in the press that this is a two-year process. You 
never know how fast negotiations will go but it is a safe 
assumption that they will go longer than you think. 


Therefore, I would say in a process--a neglected process-- 
which involves trying to get some broad reductions in trade 
barriers as well as special arrangements for particular sectors, 
particular situations dealing with exemptions, you have to argue 
that out. That process will take time. For Canadians it is much 
better to go into it saying, "We are talking about something that, 
let us suppose, is for 10 years," even though my personal guess is 
that we would see a lot of benefits in five. 


Mr. Brandt: One of the areas in the brief was touched on 
by my colleague from Guelph, and perhaps you could expand upon it. 
What would be the benefits to the banking industry? You have not 
really amplified that too substantially in your remarks earlier. 


I would assume you may have a twofold interest in being 
here. (1), you are advocating some positive elements with respect 
to free trade concepts, and 22), is there something in it that 
would be of benefit, assuming liberalization of not only the 
industrial exchange between our countries but the economic and 
financial exchanges as well? Could you perhaps expand on that a 
little bit? What would the impact be, not only on yourself but 
also on the other. large banking institutions in Canada? 


Dr. Neufeld: I can say quite seriously that I am very 
pleased you posed that question because here is an area where I 
find myself speaking much more as someone who looks at it from a 
general point of view rather than just a banking point of view, 
partly because of my own background. It is also because of the 
nature of the impact of this on banking. 
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The only advantage I can see to the Canadian banks--I1 say 
"only" because it is very important--is the fact that it would 
lead to a healthier Canadian economy. That is terribly important 


for an institution like any of the large banks or other financial 
institutions. 


If we can see that we will be more competitive in trade, we 
will see our trade volumes grow, we will have a higher rate of 
productivity, more jobs and better living standards, that reflects 
on the flows of savings into the banks, it reflects on the growth 
of our institutions, just as it reflects on the growth of most 
other viable national institutions. That is the major thing. 


As to the competitive impact on banks, because the Canadian 
banks for historical reasons have for a long time been substantial 
international institutions, nothing much would really be changed 
in that respect. We have more than 50 foreign banks in Canada. We 
ourselves meet all the competition of the international banks and 
the international market. We are faced with very fierce 
competition everywhere. It is wide open, basically international 
because of the integration of international financial markets over 
the last 10 or 15 years. I do not think there would be much change 
enuthat. 


20 p.m. 


It is vitally important for banks such as the Royal Bank of 
Canada and other big banks to have a strong Canadian economy. It 
is our base. If we have a weak home base, that weakens our 
position in international markets as well. That is the major 
advantage. 


Mr. McFadden: I have a question about investment in new 
plants in Canada in the future and also about what might happen if 
we were to evolve towards a liberalized trade arrangement in 
connection with existing investment in Canada. 


Perhaps you could start with existing investment. It has 
been said that if we headed into free trade, branch plants or 
subsidiaries of the United States would tend to fold up here, head 
back into the United States and supply the Canadian market from 
their US plant or plants. I would like to get your comment on 
Boatnriinstsofsali; 


Second, since the Tokyo round started, of course, there has 
been a steady reduction in tariffs. During that process has there 
been any noticeable dropoff, from what your figures indicate, in 
American investment in Canada for that reason? There could have 
been other reasons, but can you find any indication that it might 
have dropped off as a result of some liberalization of trade? 


Dr. Neufeld: On your first point, would US subsidiaries 


go back to the United States, those subsidiaries that.were located 


in Canada simply as a device for jumping over the tariff wall, if 
that is the only reason for their existence, would probably have 
to adjust. But the point I would make is that if we have a 
situation in which our costs are more than competitive in 
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important areas with those in the United States, then the 
readjustment would not be the simple one of pulling out their 
plant and supplying from the United States, because they would 


know and others would know that they are better off to rationalize 
their production where the costs are lowest. 


I would think that certainly hot-house subs that are here 
only because they are protected by tariffs would not survive, but 
their reorganization might well take the form of taking advantage 
of the lower production costs in Canada. If they did not, their 
competitors would. That is the kind of process I See. 


Let me emphasize that the crucial point here--and I think it 
is a point so often overlooked, but it is a fact--is that Canada 
in many important areas can be very competitive if the volume of 
production» is large enough. It is in the commercial interest of 
companies that have confidence in the environment, confidence that 
the North American market.will exist, to locate in Canada. 


On your second point, tariff reductions and the question of 
whether this has led to a dropoff in US subsidiaries operating in 
Canada, it is awfully hard to say. There was a big dropoff in net 
direct investment in Canada as we got into the 19/70s, and there 
was quite a flow of direct investment into the United States, but 
there were so many things going on. The national energy program 
was one of the big factors affecting the flow of funds in both 
directions. It is impossible to screen that out of the figures and 
say what is left. 


As I sense it, we are now seeing a turnaround in that again; 
we are again seeing the re-emergence of long-term capital flows 
into Canada. But on the basis of statistics I have seen, 1 cannot 
answer your specific question in that way. I do not know how many 
subs have left Canada because of reductions in tariffs. 


Mr. McFadden: That is, of course, another concern in 
terms of the generation of new investment in Canada in the future. 
I wonder whether you have any observations about investments by 
Americans if we had free trade. Would it strictly be related to 
our lower costs up here? I assume that would probably be the main 
motive. 


What about European and Oriental investors? Have you any 
indication from your work in analysing the economy generally or 
any evidence in terms of the bank's offices abroad or in what you 
are now doing with regard to lending, whether we would gain or 
lose in investment to the United States or other countries if some 
form of a liberalized trade arrangement were to be worked out. 


Dr. Neufeld: That is a very important element. I touched 
on it elliptically in my introductory comments. I travel a fair 
amount, including in Europe, and I have talked to quite a lot of 
businssmen, particularly in Germany. They have raised with me this 
issue of whether they would have access to the US market if they 
located in Canada. Up to this point, if one had to be honest with 
them, as one has to be, one would say it is not clear. 
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We are not sure where trade policy is going in Canada. 
However, some of them see advantages if that is assured to locate 
in Canada; the advantages are cost. Once a foreign company makes a 
decisioneto go into\a venture in. North America; that is; a 
greenfield project, a starting-from-scratch project, it does not 


matter to the company too much whether it puts it in the United 
States or Canada. 


What tney want to do is put it where they get the best 
return on their investment. If their calculations are such that 
Canada is relatively attractive because of costs and so on and 
they have an assurance of access to the US market, it is a 
straight business decision to locate in Canada. However, it is not 
if they first have to build that plant only to serve the Canadian 
market--that does not make any sense in most cases--and it is not 
if they feel something could happen and they would spend millions 
of dollars on a new establishment and find their US market-cut 
off. The risks are too great. Then they would be better. to*locate. 
in the United States right at the start. | 


Judging just from my discussions and some of the decisions 
that have gone into plant locations, I have the feeling Canada 
would get a share of the foreign investment that wants to come 
into North America. 


Mr. McFadden: I have one final comment. Maybe I should 
tell you tDr. Neufeld was seminar leader for me in economics back 
when I was at the University of Toronto 20 years ago. 


Mr. Chairman: You should know all the questions. 


Mr. McFadden: Some of the mistakes I may make on 
economics-- / 


Mr. Brandt: Where did he go wrong? 
Mr. McFadden: --are partly his responsibility. 
Interjection: We will not hold this against you. 


Mr. McFadden: One final matter I did want to ask you 
about was alluded to by one of the questioners earlier on, but I 
cannot remember whom. 


We had a presentation yesterday from the Ministry of 
Industry, Trade and Technology touching on our trade balance. We 
seem to have a very favourable trade balance in auto and 
auto-related products. We seem to have a favourable trade balance 
in natural resources. However, when we looked at what the ministry 
defined as low, medium and high technology, we had major deficits 
that are growing in high technology and it was really quite a 
significant deficit. 


I wonder if you might be able to shed any light from your 
experience or the bank's research as to why that has occurred and 
why the gap seems to be widening. Have you had a chance to look at 
that? Do you have any input you might give us on that particular 
matter? 
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Dr. Neufeld: I probably cannot give you as good an 
answer as the question deserves. You mentioned the trade balance 
in automobiles. Let me say first that case is very interesting, 
pact iculanly,. since? it's) an}industry? of6 eteatMinipdor tance sto 
Ontario. 


4:30) pine 


We recently did some work to try to answer the question of 
what has happened to costs in Canada relative to the United States 
in the automobile industry, not over one year or two years, but 
over a stretch of time. What the figures seem to show is that our 
advantage in costs relative to the United States has improved 
markedlyaainethe’ last 05 ed22 oreo y eats: 


I do not thinkit is just some accident that we are doing 
..well in cars. I think it is a case that shows we can produce cars 
-more-cheaply than they can in the United States. While the auto 
pact is a funny kind of free trade, a very special case, 
tegardless of the particular characteristics of that agreement, it 
did achieve a great unification of the North American market and 
it did facilitate substantial specialization and increases in 
production runs and so on. 


It did have the characteristics of what you expect from 
trade liberalization. That is a good case because when that trade 
liberalization through the funny route of the auto pact was 
happening, we also had an improvement in our relative cost 
advantage. ; 


Those other industries--here my question is probably totally 
inadequate--are so new and varied and specialized that it is 
harder to get one's hand on what is going on than it is with a big 
industry such as the automobile industry. My observation is not 
based on detailed studies, which are very difficult, but it would 
be that it is a very young industry and has not had yet the 
shakedown that is needed to establish a degree of stability for 
particular parts of it to find their niches. 


Given time with trade liberalization and knowing full well 
that we have just as good people, just as good technicians and 
just as good managers as those in the United States, with access 
to the larger US market the high-technology industry in Canada 
would develop particular areas, but that is a subjective judgement 
that cannot pretend to be based on analysis because it is not. 


Mr. McFadden: From your view of the technology model, 
your feeling -is that one of the reasons we have turned out not to 
be as competitive in high technology is that in the small market 
here we have not managed to develop sufficient production runs and 
a sufficient market to enable us to become competitive. 


Dr. Neufeld: The industry has not reached that degree of 
maturity in Canada. We were behind the times. We were behind the 
Japanese and behind the Americans, who were at the forefront of 
technology. I guess as a nation we have only ourselves to blame 
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for that. We are now paying for it. What we should not do is seek 

| false solutions; we should get the right solutions. 

| The right solutions are to ensure that we have the flow of 

_ technical expertise, that we have the training, that we have 

_ access to world technology and that we apply it, not just in the 

_ technology industry but in all industries, knowing full well that 
the example of other industries is that if we do that, we can be 
fully competitive. Out of that will come our share of the North 

American market in technology, as we can have it in other 

industries. To this date, we are paying for being behind in that 
game. 


Mr. Morin-Strom: You mentioned earlier you had sectoral 
study groups in your bank look at the major industrial groups in 
the Canadian economy. I would imagine that your resources to be 
able to look at that industry by industry are as good as anyone's 
in Canada, with the possible exception‘ of. those of the federal 
government and the Ontario government. I wonder whether you could 
tell us what specific studies you have done on an 
industry-by-industry basis and what the results of.those studies 
are. | 


Dr. Neufeld: I should explain that our studies have to 
be very much related to our concerns, which are what is happening 
in the energy industry and what is likely to happen in the energy 
industry--we have a lot of customers in that industry--or what is 
happening in the automobile industry. It is from the point of view 
of the concerns in one's portfolio. 


In terms of what sort of structural adjustments would be 
involved if this industry or that industry faced trade 
liberalization, those details have not been the focus of our 
industry studies. In spite of the fact that we have some 
resources, we certainly do not have unlimited resources. 


There are so many industries, industry groupings and 
subgroupings that we are limited as to how much we can push our 
research in any- one area. In spite of, that, we do get:aifeel for a 
change in industry because we have to get a feel for it. 





I would think the nature of our questions and the character 
of the research we would be pursuing would change a little bit if 
ay particular sindust ry-had to adjust to)trade diberalization But, 1 
would repeat that, based on what our studies tell us about change 
in industry, there are two points I think stand out. 


The first is you cannot make too many generalizations at the 
level of industry because the differences between the companies 
within an industry are so great, from some that are really very 
good to others that are going to have a difficult time surviving. 
That is one thing that does emerge from the studies we do. 


The other point is how remarkably flexible an industry is 
when it faces change. It has no choice but to react to change very 
quickly if it wishes to survive. The period of the last years has 
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been a period in which we have seen change in a number of 
industries, whether it was teiecommunications, transportation, 
transportation equipment, aluminum, motor vehicles, paper and 
allied products, entertainment, or textiles. They have all been 
industries in which there has been very substantial change, and 
that, wWiliv coon. 


Mr. Morin-Strom: So you are unable at this point to tell 
us which industries will be the gainers and which will be the 
losers from it? 


Dr. Neufeld: As I mentioned before, I do not think it is 
industry. Generally speaking, it is not an industry issue; it is a 
company issue. I do not see the wiping out of any industry in 
Canada and I do not see any particular industry as the clear . 
gainer. What we are seeing is an industrial restructuring process 
whereby the big change will be within industries, not between 
industries. 


Mr. Morin-Strom: Do you not have the results on a 
company-by-company basis either? Have you not really studied that? 


Dr. Neufeld: On a company basis? 
Mr. Morin-Strom: Yes. 


Dr. Neufeld: Only within the context of the normal thing 


to do. If we have a customer in a particular industry, we do that 
sort of research. 


Mr. Morin-Strom: Certainly, one of the issues involved 
in the overall trade deficit that the United States has seems to 
be the American dollar. I do not know, but the consensus of 
Opinion seems to be the American dollar is the number one critical 
issue. 


Could you forecast where you think our currency, in relation 
to the American currency, is going and what it might be five or 10 
years from now? What is the long-run proper level, given 
competitive factors today, and so on? 


Dr. Neufeld: The Canadian dollar today is about 73 
cents. We do analyses of costs in the United States and costs in 
Canada and analyses of capital flows and so on. While this is 
obviously a very difficult area, our own judgement, on the basis 
of these analyses, is that the Canadian dollar at 73 cents is very 
close to where it should be. 


We have a little better sentiment now in foreign investment 
policy than we had before. We have our costs well under control 
today. Our costs are not rising faster than they are in the United 
States, and we have clearly seen that our exports are competitive 
by the existence of our trade surplus. These factors lead me to 
feel the Canadian dollar is on a pretty solid foundation where tit 
is sitting today. 


4:40 p.m. 
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If you ask where the Canadian dollar will soxo bydosnotrknow; 
but I would think there is a range of maybe 72 to 76 cents or 
something like that. I would be most astonished if the Canadian 
dollar went back to 90, for example. I might be wrong, but for 
what it is worth-- 


Mr. Morin-Strom: Are the European currencies properly 


_ valued today too? 





Dr. Neufeld: No, not against the Canadian dollar. 
Probably there is room there for a further strengthening of 


_| European currencies, but not that much any more. Remember that the 


low of European currencies was reached in mid-February 1985. Since 
then, the deutsche mark and the French franc have risen by about 
20 per cent. The British pound has risen by more than that, and 
the Japanese yen has risen by a little less than that. Those are 
very major changes“in--exchange rates since the peak of February. 


Let us not underestimate the amount of change that has 
already occurred. When I say against the US dollar, because the 
Canada-US relationship has not changed very much, it is also that 
change against the Canadian dollar since that time. 


It can go some more. Our own feeling is the trade-weighted 
US dollar could decline over the next year by five per cent. Let 
us not overestimate the importance of what I am saying because, 
goodness knows, exchange rates are one of the most difficult 
things in the world to predict. I just answer your question as 
honestly as I can. Our own judgement is that there is still some 
room for a decline in the Canadian and US dollars against the 
major European currencies and the Japanese yen. 


Mr. Morin-Strom: Finally, on the question of 
protectionism in the United States, if this bilateral trade 
arrangement fizzles out for one reason or another--because either 
the Canadians cannot live with some of the things Americans want 
or the Americans cannot live with some of the things we want or 
whatever--what do you think the result of the protectionist mood 
in the US Congress will be? What type of measures do you expect 
will be passed that Canada will be subject to? 


Dr. Neufeld: It is likely to be action against specific 
commodities one by one rather than global actions. For the most 
part, that is how the issue arises in the political process in 
Washington. There is concern about our lumber exports, steel 
exports, some of our fish exports and so on. That attracts the 
attention of an industry grouping and that attracts support among 
a certain group of congressmen, which reflects itself in a bill in 
Congress, and so it goes. My feeling is that it would probably be 
a question of disruptions to trade in particular areas, one after ~ 
another. 


Mr. Morin-Strom: Will these continue for an endless 
period? Is it an endless track in the United States, or is it 
related to the value of the dollar and their trade position now? 
Is it a current problem? 
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Dr. Neufeld: We are in a very difficult period right 
now. We have not seen so many protectionist bills around the 
Congress in the post-war period as it exists at present, nor has 
there peen as long a list of particular Canadian exports that seem 
to be under some kind of threat as we see now. 


We are in a special period because the US dollar went so 
high and their balance of payments deficit is so large. The 
political pressure is particularly strong because of that, and it 
is the case that a lot of American industries are being hurt by 
the expensive dollar. 


It is true they have a legitimate complaint, but it is not 
against us. That is the point. Their complaint is against policy 
that led to the very expensive US dollar. We are an innocent 
bystander who gets hurt. The political reaction is often not 
against policies that created the situation but rather against the 
particular commodities that seem to be providing the difficulty in 
the United States. 


If the US dollar goes down, the worst of this pressure will 
subside. I do not think it will all go away, because there is now 
a certain momentum in the United States that encourages groups to 
complain to Congress and seek protectionist actions. This is one 
of the reasons, though not the fundamental reason, why I think 
encouraging a trade liberalization process will achieve benefits. 
It will lead the American administration and congressmen to think 
in terms of decent trade relations with Canada, and that would 
influence in an important way how they handle individual trouble 
spots. 


However, if there is no negotiation, no general impression 
that Canada wants to develop improving trade relations with the 
United States, then I fear those pockets and islands of 
protectionist forces will continue, not at the strength of today 
if the US dollar goes down, but they will always be there. 


Mr. Ferraro: I have one basic and general question. 
Subjectively, I could argue that the Canadian banking industry, 
and to some degree the financial industry as a whole, is one of 
the most stable and sound in the world. Recent developments might 
cast doubt on that statement, but by and large the industry is 
pretty sound. What is your opinion of liberalization, free trade 
or freer trade, if any, with the United States as far as the 
banking industry is concerned? 


Dr. Neufeld: I hope I have understood your question. Was 
it related to international liberalization of the banking 
industry? Yes, that is what I thought. 


As I mentioned before, it is now remarkably open. We have 
almost 60 foreign banks in Canada. I think there are 58; I cannot 
be sure. We had their assets ceiling raised from eight per cent of 
the system to 16 per cent. We have no limits on the movement of 
Canadian borrowers into the international markets, where they deal 
with all the major international banks. 
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In a competitive sense, we in the financial services area 
are already in a situation of remarkable free trade; so I do not 
see that there will be much opportunity for further liberalization 
in that broad sense. 


There are particular areas where you get into banking- 
related issues: computer services, for example, where there are 
now constraints, limitations, barriers and so on and where there 
are very difficult noneconomic issues in the area of data 
processing, data banks, transfers of data and so on. The whole 
question of privacy and confidentiality is a noneconomic issue 
that is of great importance. I would think that trade negotiations 
would have to address those kinds of issues. 


Mr /4Ferraro:) 1. should elaborate a little on what I:was 


fF getting at Specifically. From the perspective of coming into 
-:Canada, I agree with you that we have made vast changes in the 
‘past few years. But from the perspective of Canadian banks or 


financial institutions going into the United States, it is my 
understanding that each state pretty well runs its own show, and 
if a treaty were to come about, they would be subject to the 


national treaty. I wonder how the hell you would overcome all the 


internal problems from that standpoint. 


4:50 p.m. 


Dr. Neufeld: I agree with you that in some industrial 
sectors the fact that the United States is a federation of states 
and we are a federation does not make it easier. I have heard the 
Same question posed to me by Americans about Canadian policy: How 
can a national agreement bind the provinces in areas of their own 
jurisdiction? So there is that complication on both sides of the 
border. I suspect that in some particular pockets of areas it will 
lead to a long and difficult technical discussion. How can they 
bind their states to an agreement in tricky areas, and how can the 
provincial governments and the federal government in Canada come 
to an agreement? 


In general, however, I. do not see that as a major obstacle 
to liberalization, even in the financial services area, if for no 
other reason than that there is already such open trade. In spite 
of all those obstacles, there is already a very free flow of 
financial services. In that area, it would be a question of 
refining and making sure new obstacles are not imposed and of 
keeping trade open. The issue is much more fundamental in certain 
areas of manufacturing than it is in the financial services area. 


MoAsrerrarecsiir SChatrian, wile ansysorny i le Aiedy Tehave 
one other question and then I will for ever hold my peace today. 


The Acting Chairman: Everybody is getting one question. . 


Mr PiBrandt:,Get WthinewEitang. 


Mr. Ferraro: 1 said, "For today." 
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On page 6 of your submission, Dr. Neufeld, you talk about 
foreign investors, and my colleagues asked questions essentially 
about that. The second-to-last paragraph says "they would not do 
so if access to the US market did not exist or if there was great 
uncertainty over how long it would last.'' I assume we are talking 
about a treaty that would enshrine an agreement as a result of 
that. I posed the same question to Bob White a week or so ago, and 
his response was that he did not feel the treaty would be 
honoured. 


Could I have your comments on how you would enshrine the 
agreement and whether, if it were a treaty, you feel the United 
States, or Canada for that matter, would honour it? 


Dr. Neufeld: I certainly feel they would honour it, and 
I certainly believe Canada would honour it. We have a fairly good 
history of honouring commitments. When all is said and-done, so 
does the United States for the most part. I do not have any 
concerns on that score. I think both countries have a certain 
sense of morality in these things but also, and perhaps more 
fundamentally, it is in their own interests to honour treaties. It 
is not in their interests not to honour treaties. 


With regard to the kind of treaty, you would have to provide 
What, as you quite rightly point out, I have indicated is a 
necessity, and that is certainty over its continued existence. It 
has to be an arrangement that is viewed as permanent. I mentioned 
that we have to look at it as being for at least 10 years; we have 
to look well off into the future. It has to be an arrangement that 
is seen by business to be reliable. If it is not reliable and 
could vanish over a short period, it does not give business the 
planning horizon it needs. 


When one gets into the details of the treaty, an important 
part will be providing for the handling of difficult situations, 
trouble spots, adjustment problems and unforeseen developments. 
The treaty would have to be comprehensive, not just in dealing 
with the parameters of trade but also in processes for dealing 
with difficulties. Given that understanding at the front end, I 
think the arrangement should be viewed as of a long-lasting 
character. 


Mr. Ferraro: You said "long-lasting" instead of 
ara Eee. . 
‘permanent; you mean permanent. 


Dr. Neufeld: I am happy to stay with 'permanent."' 


Mr. Mackenzie: I have three or four questions. First, 
Dr. Richard Lipsey seems to be the guru of the free traders, and 
yet 1 run into the same thing in your brief that bothers me as bit 
as we ran into with Mr. Lipsey and some of the others. In your 
case, you said it is not industries, it could even be between 
companies, where we see the growth or the loss. But nobody can 
give us:.anything other: thanvan article of, faith: tiidaveifaith that 
the market is so much bigger we are going to see the gains." 


On page /7 of your brief you say, "I agree with those who 
believe that the time has come to leave generalizations behind and 
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become specific as far Canada-US trade negotiations are 
concerned." Yet two paragraphs before that you say, ‘Perhaps one 
of the most difficult political aspects of any trade 
liberalization process is that the benefits are more dispersed and 
therefore less visible than the costs, even though they. an-tact 
outweigh the costs."' But you do not know where, and nowhere are 
the people who are talking to us laying out the benefits. 


Regardless of the number of briefs that may have ended up on 
either side of this issue, we have had some pretty specific losses 
laid before us in this committee. I am still looking for the 
answer to my colleague's question: Where are the gains? 


Dr. Neufeld: I guess we will never get to a point where 
we will say that this company, that company and another company 
are each going to gain 15,20 ior 25-employees as a) result of this. 
If we feel we can get that degree of knowledge, we are being 
naive. That will never happen, nor has it ever happened in other 
trade liberalization exercises. 


The European Community had an exaggerated notion, as far as 
I can judge, as to what the cost would be. One of the reasons was 
that they thought in the conventional terms of industries 
Vanishing. It did not happen. It was this business of industrial 
readjustment. 


I will say this: I know of no principle in economic 
processes that has been challenged unsuccessfully for such a long 
period as the notion that when you increase trade between 
countries, both gain. 


Mr. Mackenzie: In fact, what you are saying is that the 
market is there, and we have to have some faith in it. 


Dr. Neufeld: It is no greater faith than a corporation 
that feels it has a good idea and has applied its best judgement. 
tiepreclscaitnisecompetitive. ..tiputs;sl0 million,’ $lo million or 
$20 million on the line to back up its judgement. On average, that 
is what companies do all the time, and the fact that companies are 
growing and the economy is growing indicates that, on average, 
Paicy sane Ligne. pe 1doenotetnink tchise:s a sditferent kind» OL raith 
than is made by policymakers, by individual corporations and by 
industry groupings all the time. I think it is of the same order. 


Mr. Mackenzie: Reference has been made to the comments 
of Mr. MacDonell, the deputy minister, who talked to us yesterday. 
He presented some fairly graphic charts that pointed out what one 
of my colleagues referred to; that is, we have a healthy surplus 
in the resource field--there is some question as to how much more 
we can gain in that field--and we have a healthy surplus in the 
auto pact situation, but in five short years we have dropped 
substantially in the low-tech and medium-tech areas and more than 
doubled our deficit in the high-tech area. 


What he also did in the course of his presentation to us was 
to ask what reasonable grounds there were to assume--there is 
aineady. a lot OL 1: reedom, in thatetiteld:as it “is=-that -what had 
happened in the past five years, the more than doubling of our 
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deficit, was going to be assisted by removing any and all. further 
barriers if we did get into free trade talks. 


Dr. Neufeld: I find it quite interesting that in the 
examples you gave, where we have this strong trade position, those 
are exactly the cases where we have essentially free trade. In the 
resource industries, that is as free as the world. 


Mr. Mackenzie: It is something everybody wants too; it 
is also capital-intensive and not labour-intensive. 


apis 


Dr. Neufeld: In the automotive agreement, while it is an 
agreement with conditions and so on, the essential thrust of it is 
to take advantage of free trade, and there we have a surplus. When 
you get into the other examples, those are exactly the areas where 
we do not have that free access to the United States. I could 
almost have used that example to make the other point. 


Mr. Mackenzie: Can I tell you, and ask for your 
reaction, that with the exception of my colleague Mr. Brandt at 
one stage, you are the first person I have heard say that the auto 
pact was free trade. We have had others very clearly define to us 
that the auto pact was not free trade, that it was (1) managed 
trade and (2) content legislation. From my obviously limited 
knowledge, it seems to me that is exactly what it is, so I am 
interested in your categorization of the auto pact as free trade. 


Dr. Neufeld: If you read back the transcript of what I 
said, I did not say that. I said there were a lot of conditions 
and constraints, but the essential thrust of it was to take 
advantage of a larger market. I could go into the details of the 
constraints we are all familiar with and the content requirements, 
the issue that only industry people can engage in trade in parts 
and final products and all those constraints. 


However, I think it would be appropriate for Canadians to 
ask themselves now, having got all the advantages of a larger 
market on a kind of free trade arrangement--I accept the view of 
the constraints; in fact, I mentioned them--whether, as a nation 
and as an automobile industry, we would be better off or worse off 
if the existing constraints were no longer there. 


Mr. Mackenzie: Would you support this kind of an 
approach, content legislation or planned trade, in other sectors? 


Dr. Neufeld: I would not begin to suggest that you could 
transfer those detailed arrangements into other areas. The facts 
are so different. This is why we have felt all the time that in 
trade negotiations there should be substantial paying of attention 
to individual sectors but not with a simplistic notion of saying, 
"Let us do there what we have done there.'' They are different 
industries with different players, conditions and products. 


Mr. Mackenzie: What 1s your, reaction to a fair body of 
people who suggest that we enter into free trade talks? One of the 
things that will be opened up and at risk will be the auto pact. 


| 
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Dr.” Neufeld:; 1f the approach to negotiation is, “Let us 
Pty to movewas far asi we can ons ai broad front, but let, us talk in 
terms of exceptions and of transitional arrangements," I suspect 
that sort of qualification immediately gets you down to the 
sectors. We have to look at what is happening in sectors within 
the context of these negotiations. 


I would not exempt the automobile industry. If I were a 
Canadian, I would not exempt the automobile industry because it 
may well be that we have more to gain than lose in modifying the 
arrangement. I mentioned before that, if you compare 1970 or 1972 
with today, our figures seem to suggest that we are in a better 
competitive position with the United States today than we were 
then. We also know we have a big surplus in that area. If it were 
in our interest, why would we not wish to see some changes that 
would increase our share of the US market? 


Mr. Mackenzie: Do you think you would carry-- 


The Acting Chairman: Mr. Hennessy has a supplementary to 
your previous question. 


Mr. Hennessy: It is the same tone as Mr. Mackenzie has. 
No doubt each side is going to try and play its trump card. It is 
going to be like a poker game. Is the United States not going to 
come and say to us that in its opinion the auto pact is free 
trade? It is an interpretation of how you look at it. We may agree 
it is a pact but at that time we may have some things that are 
very valuable to us. They are going to pit one against the other 
to see what concessions they can get. They are going to ask for 
things that are going to be very difficult for us to give up, or 
even to consider giving up. 


I assume, therefore, that probably will come into the 
discussions. We only have so many aces to play and they have a lot 
more than we have. They have two decks and we only have one. I am 
saying to you that is liable to be the argument and they are 
liable to interpret it a different way. There is where the 
argument starts. 


Dr. Neufeld: It certainly will be a negotiation. 1 guess 
if 1 were on their,side, 1.would, bring, to the table all-thestrump 
Cards Ut could.s ited: were. ont ours ‘side, 1% would) bring-- 


Mr. Hennessy: You would bring a marked deck. 


Dr.: Neufeld: --our trump cards. But if there is the view 
that history says we are worse negotiators than they are, I do not 
believe it. If you look at the history of our negotiations in the 
GATT and in our relations with the United States, there is every 
reason to believe that Canadians are just as good negotiators as 
anybody else. So I do not worry about their coming forward, as 
they must, with their strong points, because we will come forward 
with ours. ; 


Mr. Mackenzie: Do you think you would carry the parts 
and the auto industry with you on that? I know you would not carry 
the auto workers' union with you on the idea that we open up the 
auto pact. 
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Dr. Neufeld: I do not know whether one would carry it, 
and I am not attempting to address the issue of whether it would 
carry the support of this group Or that group. I am speaking as a 
Canadian who simply asks, ‘If on analysis it looks as though we 
can do better than we are doing under the present agreement in the 
sense of getting a bigger share of the US market, then why not do 
bias 


Mr. Mackenzie: Two fast questions, Mr. Chairman, and 
then I will be finished. 


The role of government in transitional costs is crucial. You 
made that argument a little earlier. I want to know exactly what 
you are saying to us in that. Are you saying that the government 
has to be prepared to play a larger role? Does it have to be 
prepared to pick up the costs to workers of the transitional 
changes that are going to be there? We have nobody yet who has not 
told us there are going to be some major transitional problems 
involved in a free trade arrangement. 


Dr. Neufeld: For the reasons I mentioned, I think the 
government bears a substantial responsibility with respect to 
transitional costs. I would say it has already accepted that 
responsibility in equivalent areas. There are programs to 
facilitate the movement of people from one place to another and 
programs to encourage retraining, education and so on, so I do not 
think that is a new issue for government. It seems to have 
accepted the fact that it cannot ignore people in transition, and 
this would be an extension of that. 


Mr. Mackenzie: If we follow the theory that is in your 
paper, that this is the move and that we will end up so much 
better off for it, can an argument not be made that because there 
are going to be heavy transitional costs that will affect workers, 
maybe this healthier economy you are talking about, or the 
companies, should bear the cost of the transition, and not 
necessarily government? 


Dr. Neufeld: Government does not have money of its own. 
It gets money from me, from you and from companies, so my answer 
in that sense is yes. To be realistic about it--and I was probably 
at fault in saying it should be government--I think the 
nation--and I did use that term--through tax revenues and so on 
would have to finance these transitional costs. 


Mr. Mackenzie: That makes good sense if it is a fair tax 
system. There might be some argument on that. 


I just have one more question. 

Mr. Brandt: May I ask a quick supplementary on that? 

Mr. Mackenzie: It depends on how quick it is. 

Mr. Brandt: Very quick. Would you not extend that same 
argument about the umbrella of a safety net for workers to 


investors and others who may be involved in an industry that may 
go down? You are talking about the industry helping the worker, 
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but if the industry goes bankrupt or goes out of business as a 
_tesult of free trade, do you not feel that in some respects the 

| government and the country have an obligation to assist all those 
_ who are in some way harmed or to whom some difficulty has been 


Baused -as ta result of sfree trade? 


Dr. Neufeld: I agree. It is only good common sense that 


where you have a company that has good management but has products 





and production volumes that suit a tariff situation and not a free 
trade situation, the nation should not let that organization go 
down the tube. Therefore, I think there must be transitional 
programs that will enable those sorts of corporations to adjust. 


(| If you permit those corporations to adjust, you are, through that, 
also dealing fairly with the people who have invested in the 
corporations. i a ceed 


5:10 p.m. : 


Mr. Mackenzie: I would have no difficulty with that 
argument, having been very much involved both in my community and 
in others with some of the plant shutdowns, if I had seen evidence 
that the workers who had lost their jobs in those plants had come 
anywhere near being as well taken care of as the rationalization 
that was allowed, whether it was Consolidated-Bathurst or a number 


_ of the companies with which I have sat in on meetings. 


The last question I have is that I notice all the way 


mthrough your brief you use the phrase "trade liberalization." I 


think we have had it before, but it seems to me in a free trade 
debate, the words get changed to "freer trade" or "enhanced 


_trade.'' Why not just use the term "free trade"? Why the switch? 
Everyone seems to be afraid of free trade when we get into this in 


| 


detail. 


Dr. Neufeld: Yes. For my part, I do not think free trade 


describes the situation, because when you have a process in which 
you have ingredients, such as phase movement, transitional 


arrangements, emergency measures for particular circumstances-- 


Mr. Mackenzie: These ingredients are all dealing with 
the people who are going to be dislodged from-- 


Dr. Neufeld: These ingredients are all dealing with 
people. It seems to me it is just not common sense to use a 
simplistic notion such as free trade. I use the term ''trade 
liberalization," or sometimes ‘freer trade,'' because 1 want to 
Focus Onsathestactuthnat it isinot,aasimplesprocess..1t isenot.just 
a question of tomorrow morning saying there are no more tariffs. 
If I thought it was that simple, then I would use the term "free 
Braden ebutenm .icenoweel chinkrertetssbetter gro usercothers terme 
which do not raise the emotions that are raised if one thinks of a 
very rapid ending of all former trading relationships. 


Mr. Mackenzie: You are saying it is easier to sell 
* ya) ESS eee LAP 
without the words “free trade." 


Dr. Neufeld: No, I take exception to that. I am ; 
certainly hoping to give the impression that mine is a fairly 
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honest explanation of the process I see. I do not want to sell 
anything. I really do think it is sensible to move in a measured 
way and not by a sudden removal of all barriers. If you do not 
have that, then I do not see how you can call it free trade in 
that simplistic way. 


I hope you agree with me, sir, that my attempt to respond to 
the question was an honest one. I do not want to call things by 
names nor do I have the inner motivation that would cause me to 
say, "I really want free trade, but I am using fuzzy words to hide 
meanings." It) ds°not®that at allV T>think trade liberalization 
does describe the process a little better than free trade does. 


Mr. McGuigan: Dr. Neufeld, one of the common trends that 
has come knee aie the presentation is that we preserve our 
sovereignty and also our institutions, social programs, 
unemployment insurance, hospitalization, and all those items. 
There seems to be a common fear that in negotiating with the 
United States, we are dealing with a country that has none of 
those programs of its own. 


From one of your last remarks, one of the things that comes 
to my mind is that the United States has trade adjustment 
legislation that has been operating for several years, largely to 
take care of industry that has fled the United States and gone to 
lower-cost Asian countries. From your knowledge of our Canadian 
economy, our social system and the American system--and I am very 
happy to hear you say you have a lot of faith in our Canadian 
negotiators, as do I--could you comment on whether we have many 
arguments to counter any the Americans might make that we should 
junk all our institutions and settle on their system? 


Dr. Neufeld: Yes. I might mention that I encountered 
this situation in a very explicit way once when I was with the 
government of Canada negotiating the Canada-United States tax 
treaty. There was extended argumentation about the tax systems of 
the two countries. Some of the US argumentation was along the 
lines of, "Your tax system is like that and therefore it is an 
unfaititadVvantage,. Corethatesortmot Biitic-elitemledmto tddsemssion. 
In the end, I am left much more with the impression of an openness 
of mind and reasonableness to listen to and analyse facts than 
anything else, because we did in the end get a tax treaty. 


Tax systems are quite different between the two countries, 
and there was a decent, intelligent discussion, negotiation and 
agreement. I do not see why that would be any different in this 
kind of negotiation. It is clearly not the case that we could 
jeopardize our social system. That would not be an element of 
discussion. Nor do I think it would be made an element of 
discussion; if it were, it would be one of those things on which 
our negotiators would have to take a firm stand. 


I will make another point. The great part of our social 
program does not, even in its impact, have anything to do with 
trade. If Canadians wish to have, as they do, a national health 
scheme, a good one, and they wish to pay for it either through 
higher direct or indirect taxes--one way or another someone 
pays--that does not have anything to do with trade flows, nor does 





E-27 


it even affect them. Similarly so for unemployment insurance 
systems and welfare support systems. Therefore, even with regard 
to it being a substantive issue, I do not think it would arise in 
most of the areas of our social system. The one area where it 


might begin to develop, and it would have to be addressed 
squarely, is in things such as regional development. 





Mr. McGuigan: I appreciate your answer. In the event 


that was not the American response, can you cite arguments where 
we could just as easily attack their system? For instance, could 
we say, "You have a more expensive medical system than we .do in 


that your average doctor makes $225,000 where cur average doctor 


makes about $119,000"? Do we have lots of areas where we could 
_tespond if those arguments were made? 


The reason I pose the question is that a number of people 
tend not to believe what you have said, not from a personal 
standpoint, but they tend not to believe that argument. 


Dr. Neufeld: We do have some very strong things to say. 
If 1 were given the task of developing that argument, I would 
start with the point I have mentioned; that is, to show that in 
many of those areas the social arrangements have nothing to do 


with trade, they will not influence the outcome of trade and 


therefore they are not part of the discussion. With respect to 
illustrating that with specific examples, as you had in mind, one 
could have ample illustrations. You have made a very good point 
with respect to costs of medical care. In the United States, it 
costs workers a lot more to have medical care than it does in 


Canada, in many instances. 


You might say that perhaps gives some Canadian business an 


| advantage. I do not know. But on the other hand, you could say, 


"Yes, but your direct taxes are lower and the man pays it out 
directly to the doctor rather than through the medical scheme." 


This sort of issue is easily handled if you are dealing with 


| open-minded, intelligent people. For what it is worth, my 


experience in negotiations has been that the impression I come 
away with is one of hard bargainers but open and intelligent ones. 


| De CUD Ss Wl. 


Mr. McGuigan: I want to make a comment--I am near the 
end--in regard to your thesis on. restructuring. It concerns the 
International Harvester Canada Ltd. plant in Chatham, which is a 


truck manufacturing plant. About four years ago a decision was 
made on whether to continue a plant in Ohio and phase out or shut 


down the Chatham plant, or vice versa. They decided to shut down 
the Ohio plant, an older, high-cost plant, and keep the Chatham 
plant. 


You would have to go into considerable detail. In that plant 
they make very large, heavy trucks, the kind that are used as fire 
engines, the big wreckers, logging trucks, very specialized 
trucks. They are made actually pretty much on the Japanese style 
of an individual truck. They have taken out the moving production 
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line they had a number of years ago and these trucks are all 
tailor-made. They are all sold before the plans are put on the 
factory Ebodm 


Also in that plant they made what they call the Cargostar 
line, which is a lighter truck such as you have for delivery, and 
the ones that are made more or less to standard dimensions. I 
noticed in the last couple of years when they send them out of the 
factory, even these lighter trucks have no rear-wheel assemblies 
on them. You may have noticed some of those. You will see them 
sitting around a yard with the back end of the truck just sitting 
on metal horses, like a sawhorse. When a person comes in to buy a 
truck they say, 'What wheel base do you want on the axels?" They 
put the finishing touches on at the dealers. 


The end of the story is that International Harvester has now 
decided to take this lighter truck line and move it to Japan. It 
would be my thesis that we are already suffering some trade 
adjustments without making too many gains at the same time, 
although we did in the case of the auto pact. Because of the 
peculiar nature of the auto pact, we did gain there. 


I wonder what your comment would be. Is restructuring going 
on tight now? This is a specific example, which may be very 
unique. There may not be other examples. It is one I am aware of 
because I live near Chatham. 


Dr. Neufeld: It is obviously a very important one. I was 
talking this morning in Montreal to the National Wheel and Rim 
Association annual meeting and we were discussing those 
developments in the automobile industry. It is clear that over the 
last decade or so Japan has increased its share of world 
production by about 10 percentage points and North America has 
lost about seven per cent of the world production. There has been 
that international shifting around of production. 


Why is this happening and what is going to happen down the 
road? Two things are emerging. One is that we are seeing, and will 
continue to see, a fair adjustment in the Japanese yen which will 
alter the situation somewhat. Much more fundamentally--and’ one 
thing we have to realize ourselves--is the key point in my whole 
view of this question of negotiations; in the end, our only 
solution is really to become as efficient as possible through the 
adoption of the best possible technology and much better 
management-labour relations and better-trained people. 


If we do that, we have a fundamental solution, not something 
that will go away through a change in regulation. That applies as 
well as much to the challenge being posed to the North American 
automobile industry as any. 


I am quite interested in the fact that you now have about 
six or seven cases of Japanese companies developing plants in the 
United States and you have about two cases that are almost 
certainly going to merge in Canada, including Hyundai of South 
Korea. That is very encouraging because it does indicate that the 
simple notions about trade no longer hold. You have a situation 
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where investment follows trade. If you are competitive in certain 
_ateas, you will get a certain volume of production, even from the 
initiative of highly skilled business people in the developing 


* countries. 
| 


| The Acting Chairman: Are there any further questions? If 
Bnot, we wish to thank you, Dr. Neufeld, for taking the time to 
‘appear before us today to present your well-prepared and extremely 
well presented brief. I know you have been busy today and your 
taking the time to be here this late in the day is very much 
appreciated. 


The committee adjourned at 5:26 p.m. 
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ONTARIO TRADE REVIEW 
(continued) 


Mr. Chairman: This morning we have members of the 
Canadian Business Equipment Manufacturers Association here. Mr. 
Hughes is going to speak for them, and his opening comments are in 
front of you. Members of the committee should be reminded that we 
have a brief from this association, which was received some time 
ago and was entered as.exhibit 28. In case members do not have it 
here with them, they might‘wish- to refer to it later. 


Welcome, gentlemen. If you want to take over your own 
introduction, you can entertain questions from us later. 


CANADIAN BUSINESS EQUIPMENT MANUFACTURERS ASSOCIATION 


Mr. Hughes: My name is Graeme Hughes, and I am president 
of the Canadian Business Equipment Manufacturers Assocation. Thank 
you for allowing us to appear this morning. Let me introduce the 
two gentlemen on my left. On my far left is John Neufeld, who is 
president of Arconas Corp. and a vice-chairman of CBEMA. On my 
immediate left is Grant Murray, vice-president of law and 
corporate relations with IBM Canada. Mr. Murray is also a member 
of our board of directors. 


You may know that the association we are representing today 
has approximately 60 companies in its membership in the 
information processing, office equipment and office and contract 
furniture industries. In 1984, our member companies had revenues 
exceeding §7 billion and employed about 50,000 Canadians from 
coast to coast. I would estimate that 80 to 90 per cent of our 
members' employees reside in Ontario. ; 


The position we have taken in relation to Canada-US trade is 
set out in the exhibit that the chairman referred to, the 
submission we made earlier this year to the Honourable James 
Kelleher. In summary, all our members are critically interested in 
securing as well as enhancing Canada's access to export markets, 
and of course particularly the US market. We therefore support all 
measures consistent within the General Agreement on Tariffs and 
Trade process that would lead to greater security and, to whatever 
extent possible, enhancement of our trading ties with the United 
States. . 


All of you are no doubt aware of the growing protectionist 
sentiment within the US Congress and the potential for harm to 
Canadian exports in a number of key sectors. In view of this, the 
Canadian Business Equipment Manufacturers Association has advised 
the Honourable James Kelleher that the federal government should 
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take decisive steps towards negotiating a more comprehensive trade™ 
arrangement with the United States at the earliest possible date. 
Therefore, we are parenthetically pleased that the Prime Minister 
has already opened that process by talking to President Reagan. 


This committee has heard a number of views, both optimistic 
and pessimistic, about the outcome of a freer trade arrangement 
with the Americans. You are going to hear a fairly optimistic view 
from us today, and I am sure this afternoon you will hear a fairly 
pessimistic view from Mr. Rotstein. 


Clearly, there are different impacts on different sectors. 
As with any change, the transition to a freer trade arrangement 
will entail major adjustments in some sectors of the economy. For 
this reason, the length of time necessary to adjust to a freer 
trade environment will have to be negotiated very carefully and 
may differ from sector to sector. 


Let me now elaborate on that basic position. As I have said, 
CBEMA represents companies in botn the information Bae ee Innes and 
office furniture industries. Let me deal first with the 
information processing members. 


Companies in the information processing industry comprise 
about two thirds of our member firms. Many are multinational, and 
about half of these firms are organized on a global product 
mandate basis. They export a very high percentage of their 
manufactured output. bene 70 per cent of the exports go to the 
United States, and that gives you an idea of the importance of 
this market. 


The information technology industry is truly part of an 
international industry. Its nature is such that research and 
development undertaken in one country could result in software 
development in a second, manufacturing and assembly in a third, 
and eventual sale to the final user in a fourth. 


To ensure all components and services are integrated 
correctly, the plants exchange large amounts of information over 
telecommunication links daily. These links are vital to the 
efficient production of the information industry. Continuing 
advances in telecommunications ensures that worldwide integration 
of the industry will continue. 


The future questions of where to build a plant or where to 
award a global product mandate will bring up such issues as 
productivity and market access. To the extent that Canada can 
secure or enhance its access to the US market and to the extent 
that Canadian productivity is competitive with alternative 
locations, we can look forward to continuing growth in Canada's 
information industry. 


Most of the products traded between Canada and the United 
States in this industry sector incur tariffs. Most of these 
tariffs, however, are fairly minor, usually less than five per 
cent. For example, computer mainframes imported into Canada are 
subject to a 3.9 per cent tariff. Conversely, many 
items--peripherals, for example--which are exported to the United 
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States incur a Similar tariff. CBEMA recommends that these tariffs 
be eliminated immediately on both sides of the border. 


The tariffs on products entering Canada serve no useful 
purpose. They are not high enough to be protective; indeed, they 
are redundant given the international nature of the information 
industry. Second, they are costly to administer and produce 
negligible amounts of revenue. Third, and most important of all, 
they increase the cost to all other Canadian businesses wishing to 
invest in productivity-enhancing tools. 


Parenthetically, I make the comment that the information 
industry is one of the leaders in improving productivity. By the 
application of information technology to other manufacturing or 
service industries, you improve productivity. If you increase the 
cost of that by tariffs, the cost is ultimately borne by a much 
wider “base%ts:..-- 


At the same time, the removal of the US tariff on Canadian 
exports would lower the cost of Canadian-made components and would 
increase the attractiveness of Canada as a place to invest and 
undertake further global product mandate activities. 


Telecommunications equipment entering Canada, however, has a 
much higher level of duty: approximately 1/7 per cent. Because of 
technological change, the traditional distinction between a . 
communications device and a computer has become increasingly 
blurred. CBEMA has now taken the position that tariffs on both 
computers and telecommunications devices should be eliminated 
immediately. Existing tariffs on both categories of equipment no 
longer serve a useful purpose. They are costly, both for 
government to administer and for industry, and they increase the 
cost of productivity-enhancing tools. 


CBEMA supports the efforts to achieve greater co-operation 
in trade in the high-technology sector, as announced at the Quebec 
summit earlier this year. This includes such matters as allowing 
greater access for data processing firms and users in both 
countries to use the hardware and services available in the other 
country. It also means the development of common standards and 
understandings with regard to patent law, copyright law and 
legislation to fight computer-related crime. 


Mr. Murray is our expert on the information industry and he 
can deal with your questions on that subject a little later. 


I now get into the office furniture industry. CBEMA 
represents firms manufacturing about 70 per cent of Canada's 
office furniture production. The Canadian office and contract 
furniture industry tends to be more labour-intensive compared to 
the information processing industry. As you may have read in our 
submission to Mr. Kelleher, the smaller scales of operation make 
unit costs higher in Canada than those in the United States. 


I should say parenthetically that it is important to 
remember we are speaking for a subgroup of the furniture industry. 
Dteistealledethe office and ‘contract furniture group. It as-not 
the residential furniture group. There are sector differences that 
you have to bear in mind. 
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For this reason, Canadian furniture manufacturers currently 
enjoy a tariff protection averaging 15 per cent on gcods entering 
from the United States. This compares with an approximately five 
per cent tariff on Canadian experts to the US market, although 
this figure ranges up to 16 per cent, depending on the particular 
good. : 


Canadian office and contract furniture exports in 1984 
totalled $139 million; that is, 33 per cent of the Canadian 
production. As you can see, the industry has a high degree of 
dependence on the export market, primarily the US market, for its 
financial success. Estimates indicate the office furniture 
industry enjoyed a $230-million trade surplus in 1984, and about 
90 per cent of that is with the United States. As you can see, 
continued access to the US market is essential to this industry's 
livelihood. 


Because of the potential for sudden disruption if tariff 
levels were to be reduced immediately, CBEMA has recommended to 
Mr. Kelleher that a more gradual approach to tariff reduction in 
the office and contract furniture sector be pursued. We have 
suggested a period of about 10 years. This would permit a full 
study of the adjustment required in the industry and would allow 
companies the necessary lead time to find new market niches for 
their products. 


I know you have been given conflicting opinions as to 
whether there is a protectionist sentiment directed specifically 
against Canada or whether it is just being sideswiped. I want to 
bring to your attention--and Mr. Neufeld will speak to it more 
fully--a bill I have just become aware of this week, which was 
introduced by Senator John East in the US Senate. When I got this 
note, it said it is likely the co-sponsors would be Senator Jesse 
Helms and Dale Bumpers. 


10320 Vat 


Thes point ofvallgomrehis soo that Toei s= ae pieces or 
legislation directed specifically against Canadian furniture 
manufacturers. It is called the Furniture Trade Act and it talks 
oniy about Canada. In a nutshell, it says the US trade deficit in- 
furniture was US$250 million last year. Canadian tariffs on US 
furn beurejarérousiok, whackUwathb the US tariffs. This bill which 
has been drafted by the US furniture industry, would require 
Canada to lower its tariffs on US furniture products or US 
tariffs, currently as small as one fifth of the Canadian 
counterparts, would rise to parity in a series of steps over two 
-years. It is tit-for-tat legislation, notwithstanding the fact 
that the sponsors say this is not protectionist legislation. 


Mr. Chairman: They say it is not? 


Mr. Hughes: They specifically say this is not 
protectionist legislation. 


Mo. Brandes. LEGleUfairecrades 


Mr. Hughes: It is fair trade. It is‘their level playing 
field. | simply bring it ‘to your attention to indicate that’ there 


E-5 


is plenty of legislation now appearing in the Congress which is 
aimed deliberately at Canadian exports. 


That concludes my opening remarks. There are a number of 
related issues such as nontariff barriers that I nave specifically 
not incluced in my opening remarks and that perhaps we could deal 
with in questions and answers. 


In conclusion, let me say CBEMA is basically encouraged by 
the potential for Canadians as a result of a freer trade 
environment with the United States. Some have expressed the fear 
that opening up Ganada's borders will result in a dramatic job 
loss in Canada. A large number of CBEMA's members have 
demonstrated, tnrough their export success and ingenuity, that 
Canadian industry is capable of identifying and selling into 
foreign market niches in a competitive environment. This export 


y-Success creates, not costs but jobs. Assured access to the US 


export market is fundamental if CBEMA members are going to grow. 
- I welcome any questions. 
Mr. Chairman: Do you have any idea what the history is 


behind the computer mainframe tariff or tariffs on items that we 
do not produce in Canada? 





Mr. Murray: If you go back to the Tokyo round of GATT 
negotations, there was fairly widespread recognition in the 
international community that these high tariffs on data processing 
equipment were not serving any useful purpose. Many of the 
countries went to the table with the view to negotiating these 
away down or, in some cases, out of existence. 


It was not limited to the mainframes. How do I explain this? 
Almost in parallel with the GATT exercise, an exercise went on in 
Canada before the Tariff Board to simplify the classification of 
data processing equipment for import purposes. So when Canada went 
to the GATT round of negotiations, it was dealing with a rather 
broad definition of information products. 


We, along with other countries in the international 
community, did agree to bring the tariffs down dramatically on 
data processing equipment over the GATT time frame, which ends in 
1987. It was not necessarily because of where the equipment was 
manufactured, it was because all the countries at the table 
recognized they needed access to these tools of productivity in a 
national sense and therefore it was in their best interests to 
make sure their national economies could get this type of 
productivity tool at the lowest cost. Tariffs were just adding 
costs around the world for no good purpose. 


Mr. Chairman: This becomes a negotiating tool for us © 
now, though. There is no particular loss if we eventually give it 
up as far as the United States is concerned. 


Mr. Murray: No, and I think it.is fairly well accepted 
in our industry that the governments will be willing to eliminate 
the tariff, either as a first step in the process or as part of 
any package. 
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Mr. Mackenzie: Have there not been tremendous steps made 
already in the computer trade with the United States? 


Mr. (Murtay: Thateis sa dLiticultoquést toneto. answer 
because the way the statistics are captured, they cover a wide 
range of -high-technology goods, including computers and computer- 
related products and some electrical equipment. In some cases they 
include the aerospace industry and other high-technology 
industries. 


We have been trying to get Ottawa to be more definitive 
about those trade statistics, because we are not sure they can be 
relied upon to make the point some people tend to make. 


Mr. Mackenzie: We had a chart showing that in five years 
we have doubled our deficit in high-technology products. My own 
research department has told us we are almost out of it in 
computers and that we have a tremendous imbalance in computer 
trade. Can you give us some figures that give the other side of 
that¥sotessrithtoosdihticul & Gcopcarvenout thersectors7 


Mr. Murray: It is difficult. There is some trade deficit 
if you look totally at data processing equipment. However, subject 
to seeing more detailed statistics, it is our view that it is not 
as great as those statistics purport it to be because they have 
swept in some other things. Let me give you an example. In my own 
company, we have a balance of trade deficit at the moment, but we 
also export about $1 billion worth of equipment each year. 


Mr. Ghairmane: il sp thate LBM Canadas Ltd. ? 


Mr. Murray: It is IBM. We have to remember, as Mr. 
Hughes pointed out, that IBM, .like a lot companies»in this 
industry, has chosen to rationalize its production and it has 
special product missions in various countries. IBM has two plants 
in Canada. Most of the production of those plants is for export. 


In some cases, we obviously have to bring in some foreign 
components for the manufacturing process. We then do the 
manufacturing process and export. Because of that phenomenon, of 
necessity we have to import the products we do not manufacture in 
Canada that are the subject of specialized manufacturing somewhere 
else in the world. That is what we mean by rationalization. 


The problem is, and this is what we cannot get a handle on, 
some of our import activity is to generate export, whereas in many 
cases some Canadian-owned companies are importing only for the 
purposes of marketing in Canada and there is no element of export. 


Mr. Ferraro: There is no value added. 


Mr. Murray: Yes. When you look at the statistics, you 
cannot get behind those gross numbers to determine how much of 
that activity is trade-related and how much is purely to import 
from offshore to sell in the Canadian market with no export 
activity associated with it. It is the dynamics of this that we 
are trying to understand in the statistical sense. 
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I do not deny there are trade deficits, but I do not think 
any of us has been able to do a good job of understanding the 
dynamics of that. As Professor Richard Lipsey pointed out when he 
was before you, perhaps there is too much focus on trade balances 
in and of themselves. In a sense, the name of the game is to 
generate trade, which creates economic activity and creates jobs 
and all those other good things we need. 


Mr. Hughes: The Canadian Business Equipment 
Manufacturers Association recognizes the statistical problem and 
is about to embark on a study of it, although I cannot say we are 
going to be successful. We are going to try to understand it, 
because it is being discussed to death and everyone says confusion 
is the result. We are going to try to study and understand it 


ourselves. It will take us some months, but that work is about to 
start, 


As to the statistics by Statistics Canada, it admits with 
some embarrassment that they are faulty at least to the extent, I 
am told, that Canada is exporting more than it produces in this 
industry, which is an impossibility. They concede that, so there 
is something wrong with the categorization in which they developed 
the data. That does not go to the point that there is no trade 
deficit; I am not saying that. However, there is great confusion 
in the categorization. 


Mr. Mackenzie: Do you dispute the figures the deputy 
minister gave us of a doubling of the deficit in high tech in five 
years? 


Mr. Murray: I would, ‘simply on the grounds that-- 
Mr. Hughes: He is using Statistics Canada figures. 


Mr. Murray: It is not only Statistics Canada. The 
economic activity in the industry is not growing at that rate. 
Even if you took the trend figure as it existed three years ago, 
it has not come to pass. When the actual numbers are in, they will 
not bé anywhere near the projections. 


Mr. Mackenzie: They have split it into high, medium and 
low technology. With the figures they gave us, all had a 
substantial increase in deficit, but there was an actually 
doubling in the case of the high. I think we should check back 
with the ministry. 


Poo ain. 


Mr. Taylor: That is pretty important because the 
conclusion that is drawn from that is we are regressing to hewers 
of wood and drawers of water. The connotation that conjures up in 
the public mind is not a healthy one at all; so we become 
alarmists and overreact. It is the optics of that type of 
Etatisticathal iconcern me: 


At the same time, if you are dealing in totals, even 
regardless of value added, and you see a dramatic difference in 
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exports and imports, a tremendous imbalance, to indicate a 
complete dependence upon foreign countries for our technology, 
that is great hay for political parties and a great concern for 
the publre, 


Mr. Chairman: Somewhere during the course oi the 
hearings cf this committee--I guess it was from the Ministry of 
Industry, Trade and Technology as well--we heard the figure of a 
$4-billion computer deficit with all other countries. Again, this 
figure, you are suggesting, might be based on false premises. 


Mc. Ferraro: Are you talking nationally? 
Mr. Chairman: Yes. 


Mr. Murray: There are two parts of it. One is what makes 
up the statistic. The other thing is that I know that two or three 
years ago the projection was for a $5-billion deficit in the 
so-called information processing industry, however they chose to 
define that. I have not seen any actual figures to indicate that 
we are on that trend line. 


Mr. Chairman: We have seen some that say $4 billion plus. 
Mr..Murrays Actual-orgprojected? 

Mr. Chairman: These are figures that now exist. 

Mrs Murray: 1 have not jseem those. lam sorry. 


Mr. Chairman: Then, again, the fact that people are 
bringing computers or other things into this country to export 
them does not speak highly of the production process here, does it? 


Mr. Murray: Maybe I did not make myself clear. A large 
majority of the multinational companies have chosen to specialize 
their production in various places around the world so they can 
achieve the economies of scale, the economies of size, the long 
production runs and the productivity improvements that allow them 
to manufacture products in Canada that are competitive with what 
they would be if they were manufactured anywhere else in the 
world. The intention is to produce much more than you need in 
Canada for the Canadian market. The objective of all this is to 
drive out exports to all the other countries. 


When you do that you choose to specialize in certain 
products. A small part of them may end up being marketed and 
installed in Canada, but 90 per cent or more of the product then 
gets exported to other countries. We in turn, of course, have to 
import from some other plant that specializes in some other 
product that the Canadian user wants to buy for use in Canada. 


Mr. Chairman: I follow what you are saying. 
Mr. Murray: So it proves the opposite. We are very 


competitive once we do this. Canadians can compete with anybody in 
the world. 
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| Mr. Taylor: So it generates imports because of 

| components that might be utilized in your production and it 
generates imports again because of add-ons or related equipment 

that might be brought in for domestic users of what you have 

| manufactured here. 


Mo oMurray:gth at.cis sright’. 


Mr. Taylor: But the more you import, actually, the more 
business you are doing and the more you export as well. 


Mra ittinvtay silhatsisurdiaht: 


Mr. McGuigan: To bring this down to terms I can 
understand, are you really saying we are assembling most of these 
articles in Canada and we are importing the parts erat areas where 
they probably have lower labour costs? Is it similar to the auto 
industry? 


Mr. Murray: Not really, no. It obviously depends on the 
type of product we are talking about. Let me illustrate. Our plant 
in Bromont, Quebec is a high-technology plant with clean rooms and 
a very small labour component. 


Mr. McGuigan: Kimriislters anda lisot that. 


Mr. Murray: All of that. We are under pressure from the 
Canadian government to head high-tech type operations, and that is 
what we have done in Bromont. The difficulty in responding to that 
political pressure is that one does not create a labour-intensive 
plant, so the government says, "At the moment we would rather have 
high tech, because we want to have skilled people employed." You 
give up something in the tradeoff. You get a leading edge, 
clean-room technology, but few people. 


Our plant in Don Mills is a little the other way. We tend to 
produce printers, display screens and the like, and there is a 
much higher labour component. We get our components in some cases 
from our sister companies in other countries that specialize, but 
more and more we get those components from Canadian vendors. I 
think there are about 1,500 jobs in Canada created because there 
are small companies supplying us for our Canadian requirement. 


Mr. McGuigan: So some parts are made here? 
Mri.s Murray: Yes. 


Mir EBrandi ttl «have a couple of questions, but first I 
would like to make a quick statement about-- 


Mr- Chairman: I wonder before you do if I could rectify 
one thing. I am told I should not have attributed my figures to 
the Ministry of Industry, Trade and Technology. I may have got 
them privately from another source, but they are probably 
Statistics Canada statements. 
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Mr. Brandt: I was just going to say in regard to figures 
that when we were in Kitchener, you might recall the committee 
tock some exception to the import figures into Ontario, which were 
far out of line with Quebec as an example. We did make the point 
that some of these products are transshipped to other provinces. 


You make dt. very) clear’ that, this is»the ¢ase- infyour 
industry. It does not cost us economic activity but it is a wealth 
generator. I think that is a very important point. As a committee, 
we have to be very careful about how we interpret certain figures, 
when there are not only categories but subcategories of activity 
that we have to penetrate and understand in order to get a handle 
on this whole issue. 


I had a couple of questions before I get into some more 
substantive questions. They were with respect to your brief. You 
used the word 'peripherals'' in your brief. 1 assume those are 
secondary products outside of the main product? What would that be? 


Mr. Hughes: They are add-ons to make the main product 
more effective in its application. 


Mr. Murray: To give you specifics, we would classify in 
that term such things as printers. Some people would include 
visual display terminals in the term peripheral. They are units 
that are intended to work with the central processing complex and 
they often are physically at some distance from the centre that 
operates them. 1 


Mr. Brandt: So it is a secondary piece of equipment 
which is peripheral to the main’unit of ‘whatever? 


Mr. Murrayogt hati semi eshte 


Mr. Brandt: “AAlderight4/ Igtriedsetosinterpretea, figurereif 
I can draw your attention to the bottom of page 4 where you 
comment that exports totalled $139 million. Then, going to page 5, 
you said the industry enjoyed a §230-million trade surplus. I am 
having trouble resolving those two figures. Could you perhaps-- 


Interjection. 

Mr. Brandt: Am I reading them incorrectly? 

Mr. Chairman: No, 1 think we all interpret them-- 

Mr. Brandt: My interpretation is that if you do-- 

Interjection. 

Mr. Brandt: At the bottom of page 4, you indicate that 
the total exports were $139 million. If I am reading this 
correctly, you would have great difficulty génerating a 
$230-million surplus, if those two figures are related. Maybe I am 


reading them wrong, but I-- 


10e4Osaln, 
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Mr. Hughes: You must be reading from a different text. 
Mr. Brandt: No, on page 4, in the last patagraph-- 


Mr. Neufeld: I think $139 million of the furniture 
production in Canada was exported, which is a third of our total 
production. That is clear. 


Mr. McGuigan: Our total production is $400 million or 
more. 


Mr. Neufeld: The total production is actually in the 
range of $550 million. 


Mr. Brandt: But that is not a trade Surplus. 


Mr. YNeuteld¢aNo, tthat isnot? That “ts *the total ‘- 
production, of which a third is exported. When we say we enjoy a 
$230-million trade surplus, I must admit to having a little 
difficulty with that myself. 


Mr. Brandt: When I read it, the trouble I had was that 
it is difficult to generate a surplus that is higher than your 
total sales. The surplus, in my interpretation, is indicative of 
what is left over after two-way trade has taken place. 


Mr. Chairman: Mind you, you can do great things with 
figures. Maybe there is a way it can be done. I cannot see it 
either. 


Mr. Brandt: Perhaps we can come back to that, if you 
want to. 


Mr. Neufeld: I think we need to clarify that. I 
certainly agree-- 


Mr. Taylor: Maybe in conjunction with the bill that has 
come to your attention, which mentioned $250 million-- 


Mr. Hughes: Those were US figures. I think that bill 
includes in those figures, probably not incorrectly, both office 
and residential furniture together as two categories, and they are 
in U.S. denominations. 


Mr. Neufeld: The bill before the Senate in the United 
States is generated more by the residential furniture industry, as 
they mentioned. You would not want to muddy those figures with 
those of our sector. 


Me. Taylor: That. ispconfusing srandinot-jonlyfthat? but 
your interests are so separate. When you are getting into the 
residential furniture area, free trade with them--if I can use 
that expression--would be devastating. You are fine, you can™ 
compete and you do not seem to have the problems. You have a 
healthy surplus now. 
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Mr. Neufeld: Our concern is that tariffs are not our 
greatest problem down the road; nontariffs are. Through this last 
decade, the United States has done a number of things from time to 
time which have done a lot to keep down our opportunity for 
export. In some ways we could have done even better than we have, 
not because of tariffs, quite frankly, but because of nontariffs. 


Mr. Hughes: I am guessing that the $230-million trade 
surplus is the combination of both office and residential. I 
realize I havel'sadid:70f fices! and’ that® is® the? point? 1 will) cleritry 
with you by letter separately. 


Mr. Brandt: Fine. 


Mr. Hughes: They are Statistics Canada numbers. I can 
easily dovitumle amvsorry fonyehaty a 


Mr. Brandt: It is obvious this industry is dependent 
upon exports and a secure market, primarily in the United States, 
I would guess. Perhaps you could identify other countries you 
export to. I think that is of importance to this committee as 
well. It is also obvious that you could not survive as an industry 
in your present size on domestic sales only. In fact, for the 
majority of your product in IBM Canada Ltd., the manufacturing 
process is completed in Ontario and then the product is shipped 
elsewhere. 


You also commented on the fact that tariffs are not a major 
factor in your industry, that you could live with a reduction in 
tariffs. A double blow from the US decison-makers would be with 
respect not only to a lowering of the tariffs but perhaps also to 
the currency. I know some are suggesting this is unlikely to 
happen. As an example, the Royal Bank of Canada's represéntative 
Speaking to us yesterday talked about the value of the US currency 
and the fact that it would be highly unlikely we would go to 90 
cents US. 


If that did happen, if we had the worst of both worlds and 
received that double economic punch, a reduction of tariffs 
coupled with a re-evaluation of the currency, giving us no more 
‘than, say, a 10 per cent advantage, could you still retain a 
viable export industry with respect to the American situation, or 
do you require one and-or the other? I guess my question is, could 
you live with both, if they both happened? That is a possibility. 
It. may. not.-be- av probability but it is*a* possibility. 


Mr. Hughes: There are two industries and you will get 


two different answers. 


Mr. Neufeld: The industry concerned with furniture 
obviously is getting a great deal of benefit from the current 
level of exchange. That is what is giving us the opportunity to 
selleini they US" markethin=patticular, eins oureandtst ry, 9S per cent 
of exports are to the United States. We are not dealing 
substantially with anything other than that market. 


The tariff is obviously some protection against imports into 
Canada. One of the major things it does is that there is a 
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continued presence here of some US manufacturers. They have 
manufacturing plants here to take full advantage of the Canadian 


eens and are supplying the Canadian market substantially through 
them. 


To answer your question specifically, should the dollar rise 
to 90 cents we would find it very difficult to compete. A lot of 
our people, Canadian subsidiaries of US companies, would start to 
question the validity of remaining here. I happen to be at a 
Canadian-owned company and we would find it very difficult to 
export to the United States. We are competitive there primarily 
because of the exchange rate. 


Mr. McGuigan: As I understand the exchange rate, a 
market-driven force automatically makes adjustments between our 
two economies. Is it fair to make a projection into the future and 
say what would happen if we went to 90-cents, without taking into 
account that there would have to be some market-driven adjustment 
that would make it go to 90 cents? You are trying to compare a set 
position with market-driven elements in it with another position 
where you are not taking into consideration what made the change. 


Mr. Brandt: If I could add to that, every economist in 
the world will tell you that the $150-billion trade deficit the US 
has would result in a weaker US dollar in monetary terms in a 
perfectly adjusted world. That did not happen until they very 
recently took some action. Everyone has commented that those 
checks and balances work at some point. If you are a heavy 
importer, your currency weakens and then at some point the lines 
cross in economic terms. As a result of your weakening dollar, it 
then becomes more advantageous for your country to export. Those 
things are supposed to be in check and balance, but the fact of 
the matter is it does not work out that way. 


Mrar MeGuizan:, hey, do,not-dan- ithe: short, Germ. 


Mo..iChaponancy Gathink Richard. Lipsey. was’ tiry.ing-ito 
contradict that to some extent. 


Mr. Brandt: The reality is there is a well-identified 
trade deficit in the United States, which virtually every 
economist has indicated would lead to a réduction at some point. 
For example, the economy of West Germany is predicated on the. 
principle that the German mark will float. They will not support 
it in the same way we do, although they have different 
interpretations of support for industries. They allow weaker 
industries to die off, while they strengthen their strong or 
successful industries. They work on the basis of a high 
importation of products resulting in a weakening of their 
currency, with a heavy exportation of their products resulting in 
a strengthening of their currency. 


Mr. Taylor: They do not have the deficit the US has. 


Mr Brandt: They do not... Ihe point 1 am Erying to argue 
is that, under normal circumstances, the $150-billion deficit 
would automatically lead one to conclude that the dollar should 
start to weaken. The current deficit also aggravates the deficit 
in trade. 
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Mr. ‘Taylor: Pfam ibalkting “aboutithe current? de fic rex ihar 
keeps the American dollar high. 


10:0 Osta. 


Mr. Brandt: Those factors coupled together should lead 
to a weaker currency and I think we are going to see that. I am 
sure your industry is apprehensive--that may be an 
understatement--about what would happen. We have already had about 
a five per cent devaluation, comparatively speaking, between the 
US and other world currencies. Some have suggested it may go to 25 
per cent. That would mean there woulda be a rise, at least opposite 
some of the European currencies and those of other industrial 
nations, such as the Japanese yen. 


Did I interrupt your supplementary so badly I skewered it? 
Mr. McGuigan: I just wanted to make that point. 


Mr. Brandt: I wanted to ask whether your industry has 
attempted in any way. to make representations to the federal 
government with respect to removing some of the imbalances in the 
tariffs currently in existence. The wall-covering industry, as an 
example, came in to us and indicated an approximate three-to-one 
ratio in some products. They said we could live with a level 
playing field. 


You are indicating that, too. If the tariffs were simply 
brought down to the point where they were equal on both sides of 
the border, you would continue to enjoy a relatively ambitious 
level of sales into the US market. These aggravations are 
precipitating actions on the part of Congress for some of the 
protectionist legislation that is coming forward. Has your 
industry made representations to have these things equalized? 


Mr. Ferraro: No, they said they want gradual reductions. 
Mr. Brandt: Even gradually. 
Mr. Hughes: We said in a 10-year time frame. 


Mr. Neufeld: Very specifically, one of the great 
difficulties with the furniture industry, as Mr. Hughes has 
pointed out, which is quite different from the information 
processing industry, is that the tariffs that exist going into the 
US are not straight, simple numbers. Furniture coming into Canada 
has one constant tariff. No matter what the product type is, it is 
the same. 


The furniture going to the US varies by the material of 
chief value in the product. The US has always used a different 
method of classifying the tariffs that are set. It has tended to 
Support individual sectors of its industry rather than the 
indugery hinsttotar.. 


I see you have just been handed something from the textile 
industry. That is the major element that has affected this. For 
example, going into the United States, if the product of chief 
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value is wood, it is fairly low. Right now it is a 4.5 per cent 
duty going into the US. Metal as the product of chief value is now 
at about 9.5 per cent. However, if textiles are the products of 
chief value, which means any good piece of seating, it is still up 
me 15.8: per icents almost exactly what the import to Canada is. 


That has been our great concern. There is an imbalance in 
dealing with these things on a sectoral level. There are certain 
sectors in the United States that are still very protectionist and 
seem to have the ear of Congress to maintain that. Therefore, it 
is not nearly as simple as the bill before it shows. That says it 
is going down to 3.5 per cent, which it will at the end of the 
current General Agreement on Tariffs and Trade, on wood as the 
prime material. They fail to point out there are a number of other 
things that carry a much higher tariff. 


Mr. Brandt:-The tariff barriers are obviously one factor 
in the equation as to-how successful we are in our trade with the 
United States. You also mentioned in your brief, Mr. Hughes, there 
are nontariff barriers in your industry that cause you some 
concern. That is one of the areas on which we want to get a better 
handle. In many instances, the nontariff barriers can be far more 
aggravating and can completely close you out of a market much more 
quickly than a tariff. 


There have been instances brought before this committee, 
just to cite one example, in which American states have introduced 
preferential purchasing policies. That is one form of a nontariff 
barrier. I wonder if you can amplify a little on the kinds of 
trade impediments you are experiencing in your industry and give 
us some indication of what those nontariff barriers are? 


Mr. Hughes: I repeat my first comment that there are 
essentially two industries here. I would ask the committee to keep 
them separate because the characteristics are really quite 
different. I am talking about the information processing 
industry--Mr. Murray is the representative--and then the office 
contracting furniture industry, not residential furniture, 
represented by Mr. Neufeld. 


In Mr. Neufeld's type of industry, tariffs are still a 
Bai wiyeniiportantedssue. Il witll® not) say ate is: unique’ bub it-isva 
Little.anusual\in Canada-US trade. It isstill\ a fairly important 
issue because the tariff levels are still pretty high. 


In the information processing industry it is not really an 
issue. It is a nuisance value. The issue there is nontariff 
barriers. I would ask Mr. Murray to comment about the information 
processing industry. 


Mr. Murray: I want to limit the discussion to the 
situation vis-a-vis Canada and the United States. Having said 
that, most of the nontariff barrier problems in our industry exist 
in the other countries of the world. 


Between Canada and the United States, frankly, there are 
very few nontariff barriers affecting data processing equipment. 
The main one is the one you already identified: government 
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procurement preferences. Those exist on both sides of the border, 
both in Canada and in the United States, not only at the federal 
level but also at the provincial and state levels. Indeed, some of 
the major problems we have with nontariff barriers are within 
Canada as opposed to our export dealings in the United States. 


The big concern, though, is that while it is relatively free 
of those barriers at the moment, the growing mood in the US 
towards greater protectionism at least poses the threat of 
reducing the economic activity that is now taking place in Canada 
directed towards expozts. We are very nervous that unless Canada 
can come to some arrangement which secures our access, this 
industry, along with others, could really take a major step 
backwards from where we are today; with all the hurt and detriment 
to the Canadian economy. We do not want to see more nontariff 
barriers creep into the system. 


Mr. Murray: I have talked wih some US officials about 
that. It is clear that the negotiating strategies for these two 
industries would be completely different, not only 10 years for 
one .and immediate for the other with respect to tariffs. There 
were some sectoral talks a year or two ago on informatics that did 
not get very far but they did start the intellectual process of 
thinking it through. 


I am told by some US officials that they believe one of the 
earliest success stories of any so-called comprehensive agreement 
which is now to be discussed would come in the information 
processing industry. Because there are so few nontariff barriers, 
the strategy there will be to freeze it, to not allow more 
nontarif£f barnier.saizathermthansroe bh iteback: 


In many other sectors the strategy is to roll back the 
nontariff barriers. Because it is not too bad yet in the ~ 
information processing industry, the mindset of the negotiators 
will be: "Okay, let us not let it get any worse. Let us keep it at 
that. It is not too bad.'' The assessment I have been given is that 
they could probably make progress faster in the information 
industry than they could in most other sectors. 


aaa i 


Mr. Morin-Strom: I would like to ask Mr. Murray if he 
could give us some data on IBM's trade position, since we 
apparently have such difficulty in getting data on the industry as 
a whole. Perhaps you could tell us, in the case of IBM, which I 
would think constitutes a big part of the Canadian and North 
American market in information processing, what is your import and 
export position? I am talking about Canada. 


Mr. Murray: Let me preface my answer by throwing out a 
couple of things. First, in Canada we currently employ about 


11,700 people. That employee population has been reasonably flat 
over the last three or four years because we have done what 
everyone has been urging us to do, improve our productivity and, 
more importantly, put more work out to Canadian vendors. As I 
mentioned earlier, at the moment there are about 1,500 Canadians 
employed in small businesses supplying our Canadian plants. 
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Of the 11,700 employees, about 3,800 are involved in 
manufacturing and research and development, so a fairly large part 
of our Canadian employee base is engaged in those activities. 


| Indeed, our laboratory in Canada is now approaching 1,000 
people. It has grown from about 200 in about four years, so the 
growth in research and development activity has been substantial. 
The other people are employed in our two plants, one here in Don 
Mills, which employs about 1,600 people, and the other in Bromont, 
Quebec. When you add it all up it is around 1,200. 


In 1984, we exported about $900-million worth of goods and 
pelatedy services. TfijI' recall) correctly) »wevhadiajtrade deficit in 
the neighbourhood of $300 million in that year. I have to double 


check the number to be totally accurate. It jumps around from year 
to year, as you might expect. It depends on product cycles. Last 


year we announced some very significant new products at the large 


end of the product spectrum, and we import those because we do not 
manufacture them here. Those kinds of things affect our trade 
balance year after year, but to be more general, we have been 
running a trade balance for the last five years at IBM Canada Ltd. 


Mr. Mackenzie: Can you average it over five years? 


Mr. Murray: Export numbers have gone up so much; that is 
my problem. We are dealing with a dynamic situation, and those 
exports are going up even though we still have a trade deficit. We 
have generated a lot of economic activity for Canadians, and I 
have trouble working the trade deficit numerically into that kind 
of an equation. 


Mr. Morin-Strom: So you have $900 million going out and 
you have $1.2 billion coming in. 


Mr. UMurcayse Les: 


Mr. Morin-Strom: Of the $900 million going out, how much 
of that is Canadian value added compared to the re-exporting of 
imported components and-so on? 


Mr. Murray: It varies dramatically by product. It can be 
as high as 7/0 per cent in some cases, and it can be down to 30 per 
cent in others. That is my dilemma again. As we were talking a few 
minutes ago, the government wants us to have high-tech activity. 
They push us. The Ministry of Science and Technology in Ottawa, 
the Department of Regional Industrial Expansion in Ottawa, and 
everyone says, "We want this leading-edge, high-tech production in 
Canada."' What they do not accept in the same breath is that does 
not necessarily mean a lot of Canadian value added. 


We actually made a decision at IBM to stop typewriter 
production in Canada because the technology was not really in the 
leading edge, and we concluded that typewriter production was not 
the type of production in Canada to employ the skills that were 
available and to keep Canadians technologically in the forefront. 
In making that decision, we reduced the Canadian value added of 
our Canadian manufacturing dramatically because that was very 
labour intensive. With respect to asking how much value we added, 
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chose were big numbers, a percentage rate up in the 90s, but I 
think strategically for Canada, IBM made the right decision in 
moving into the high-tech type of manufacturing, with all that 
jiplies, even though it did not necessarily mean as much Canadian 
value added per unit of production. The numbers, unfortunately, 
have to be conditioned by a lot of these circumstances; that is 
the problem. 


Mr. Morin-Strom: Can you give us a comparison with the 
United States of total research and development employees and 
total manufacturing employees? 

Mr. Murray: I do not have those numbers with me. I can 
generalize. Our research and development employment is less than 
it is in the United States on any ratio you want to choose. Our 
manufacturing is close. It varies by year, but we have our fair 
share, if that is the reason you are asking the question. 


Mr. Morin-Strom: That is what I am getting at. You have 
1,000 research and development employees. I understood IBM had 
well over 20,000 R and D employees in the US. 


Mr. Murray: l*cannot’ give you the’ number. 


Mr. Chairman: I have some statistics that might be 
pertinent. They are from Statistics Canada's report, Technology 
and Commodity Trade, dated September 1984. The table on page 20 
talks about the import penetration of selected manufacturing 
industries into this country. It refers to office machinery. In 
1981, the latest year it has, 95 per cent of our office machinery 
was imported. Looking back to 1966, it was 63 per cent; in 1976, 
it was 90 per cent; and in 1980, it actually rose to 96 per cent. 


Mr. Murray: 1 suspect that is very accurate. Let me 
explain why. Back in 1963 we did assembly. We tried to assemble 
all the products we sold in Canada. Looking at statistics, if you 
looked at our industry back then before we specialized, the number 
of imports on a unit count of what was sold in Canada would show a 
lot less. 


Mr. Chairman: So it is not terribly relevant-now. 


Mr. Murray: Now we have gone to specialization. By 
definition, 90 per cent of what we produce in Canada is exported 
onvaltnity count. 


Mr. Chairman: Mr. Morin-Strom says we have lost the 


jobs, but the jobs were already lost and there is no particular 
point-- 


Mr. Morin-Strom: I am not sure we are gettin our share 
of the jobs. We may have been getting them previously when the 
sales at least were being assembled here. 


Mr. Murray: Except that we could not have stayed in 
business; it was too costly to do it that way. We had to become 
productive and competitive to survive. 
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Mr. Morin-Strom: What I am trying to get at is that IBM 
is a major international corporation that has a large portion of 
both the Canadian and American markets, similar to General Motors 
and Ford. In the auto pact we have a provision for Canadian 
content requirement in automobile production. They have very 
efficient and specialized plants producing certain models for the 
North American market. There is Canadian content provision in 
automobile trade. 


Throughout the process of our committee hearings, I think 
that has been one of the highlights in terms of the data we have 
seen. There is the trade surplus we have on the automobile 
industry and the competitive state of the Canadian automobile 
industry in producing efficiently. 


I wonder whether IBM or the computer area should be a target 
for Canadian content legislation that would ensure we get a fair 
share of the research and development and the manufacturing jobs 
being generated in the North American context. 


Mr. Murray: I suggest it would have the opposite effect. 
If you put on too many of those nontariff requirements, I think 
there will be a disincentive for major corporations to invest in 
Canada because it is not then an attractive place to do business. 


Mr. Morin-Strom: That is not what happened with 
automobiles. 


EecbOda. ms 


Mr. Murray: Look at what has happened with Northern 
Telecom. Northern Telecom is a very good Canadian multinational. 
It has earned that name and it deserves it. But what is it doing? 
Where is it putting its investment? You move to where the economic 
Opportunities exist and where the economic climate is best. 
Northern Telecom is doing what any other multinational is doing. 
It is looking at its investment decisions in the context of those 
types of criteria. 


Mr. Chairman: That does not answer the question of what 
we can be doing to make sure your company, which is involved in so 
much of the computer industry, can make more of those investment 
decisions pertinent to this country, so there is more than five 
per cent, 


Mr. Hughes: I think the answer is they are privately 
owned. I would say that every international company, not just IBM, 
looks around the world for a place that provides it with a 
hospitable climate, that is, political as well as economic and 
social. They put it all together in their heads and they make 
their investment decision-on that. It is therefore incumbent on 
Canada to stack up very well in that international, competitive 
race. It is not enough to say that we demand this. You have to 
look at how you compare with other competing locations. Therefore, 
the general economic climate, the levels of taxes, the urban 
planning, the economic infrastructure are all the things Canada 
must compete with. That is public policy competition. 
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Mr. Chairman: Are you suggesting we are not doing a gocd 
job in the political and social climate. 


Mr. Hughes: No, I am not saying that. But the answer to 
the question, how do you ensure that?, is that you make sure the 
public policy environment in Canada is as competitive as 
alternative locations. 


Mr. Morin-Strom: If I may just get back to the content, 
you talk of creating an investment climate. One of the things the 
auto pact did was create an excellent investment climate for those 
companies that were willing to live within the provisions of it 
because it gave them a totally tariff-free environment. Free trade 
was provided for the auto companies that were willing to live 
within the provisions of the content requirements. 


The North American companies now have a competitive 
advantage in the Canadian market compared to the Japanese or 
Korean companies, which have to face tariffs and, in some cases, 
quotas. In particular, tariffs have been, on an ongoing basis, a 
disincentive to some degree for other companies. So there was an 
advantage given to those who were willing to live within the 
framework of that requirement. 


Mr. Hughes: You would know better than I, having heard 
the witnesses, but my understanding is that another auto pact is 
just not on. The United States has let it be known quite clearly 
it does not intend to negotiate another safeguarded type of 
arrangement. Therefore, one must choose not that as the real world 
but something else. 


Mr. Morin-Strom: This is a negotiating process, though. 
If Canada is going into negotiations, Canada may have a very 
different view of what a fair trade pact is compared to what the 
US has as a view of fair trade. To say the US is opposed to that 
so we will just disregard it-- 


Mr. Ferraro: In the same sense, multinational 
corporations can have the same view, whether or not they want to 
settle in Canada and have to deal with governments or attitudes 
that would compel them to enter into pacts. That is the freedom of 
choice they have. 


Mr.; Morin-Strom:: That jiseright.-Some may want, tossellsin 
Canada and some may not want to sell in Canada. 


Mr. Ferraro: Some of them do not want to invest and some 
of them do not want any more damn restrictions. They are going to 
say, "Go to hell, Canada, if you are going to try to force us down 
that road," and I would not blame them: 


Mr. Murray: If I may just add another comment, because 
in this sense Canada and the US share a problem, the US content of 
high-technology production is dropping very dramatically because 
its competition is coming from places such as Taiwan and Korea. I 
am not so sure that we could have an auto pact arrangement with 
even that much US content now that could be shared between Canada 
and the United States, because it is dropping. 
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Mr. Cordiano: That would be reflected in the automobile 
situation, automobile manufacturers, assuming that happened there. 


I just want to make one other point, back to the 
supplementary. You mentioned Northern Telecom. My understanding is 
it has invested heavily in the United States. I think it employs 
five times the number of people there it does here. Is that 
correct? 


_ Mr. Murray: I cannot give you the absoiute numbers. Most 
of its growth has been in the United States. 


Mr. Cordiano: Let us put it this way. It employs more 
people in the United States than in Canada. 


Mr. Murray: I believe so. 


Mr. Cordiano: That is not necessarily a bad thing, but 
by the same token, if it has gone to the US, if we remove tariff 
barriers and other obstacles to trade, what is to say most of the 
multinationals will not locate there? What will be the incentive 
for producing in this country? 


Mr. Murray: May I deal with it in two ways? To go back 
to the original statement about Northern Telecom, I cannot speak 
for them, but as somebody looking from the outside, I think they 
were faced with three things. Their biggest potential market was 
in the United States, and you often go where your markets are. 
Second, the investment climate was a lot better in the United 
States, from their point of view. Third, they were trying to 
overcome concerns about protectionism and regulation. I think they 
were concerned the United States would perhaps close its borders a 
pitt 


Of course, in the United States, as has been the case until 
recently in Canada, telecommunications equipment was on the 
fringes of a regulated industry. They ae some captive customers. 
Northern Telecom had Bell Canada as a big account. In the United 
States it was pretty hard to crack that market from on offshore 
sale. You had to get down there, be in business and invest there 
to have any hope of getting to be a supplier to the telephone 
companies in the United States. So 1 think there are reasons. 


In answer to your second question, I have always said you 
cannot separate the trade issue from the general health of our 
country. In my view, there is no sense opening up the borders 
unless we also in lockstep do the right things to create the 
economic environment to make Canada a welcome place to invest. 


Mrs Gordianots Howevety viedo notvethink GLtscisanot.a 
welcome place to invest. What we heard in Washington was that the 
Foreign Investment Review Agency was not a major problem. It was 
perceived as a major problem and it also symbolized Canadian 
independence. 


Mr. Taylor: The perception became the problem. 
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Mr. Cordiano: Wait a minute. We are talking about the 
economic facts. 


Mr. Taylor: That translates into economic facts, because 
you develop an image of the country and say, "I do not think we 
should go there."' It may be based on incorrect assumptions, but 
nevertheless they are real, because of the image projected by 
Canada as the result of FIRA and the national energy program. 

Mr. Cordiano: That is fine, but what I am saying is that 
there was a perception. The country did not all of a sudden become 
totally different from what it had been before because of FIRA ana 
NEP. Essentially, the economy and the government were relatively 
stable and it was a good place to do business regardless of those 
two policies and programs. 


I think the Americans somehow used that to their advantage, 
to argue for making it more favourable for them to invest in this 
country, perhaps at the expense of other Canadian or foreign 
investors. 


Lic20e acm. 


Mr. Murray: You°may*be’ right 4 First;*youe have to” accepe 
the fact that impressions exist, whether they are founded in fact 
or not. They can exist and are hard to shed once they have taken 
hold. 


I think you are right. Right at this moment a number of 
foreign investors, whether American or otherwise, consider Canada 
is now an attractive place to invest or increase their 
investments. All I was suggesting was that if we do start down the 
road on a comprehensive trade arrangement with the US or if we 
start into the next round of General Agreement on Tariffs and 
Trade multilateral negotiations, it is going to be even more 
important that we maintain Canada as an attractive place to do 
business. If, at the same time we are opening up those borders, we 
do another FIRA type of thing. which creates the wrong impression, 
we have really then scuttled the exercise. 


Mr. Cordiano: Okay, that is on the one hand. Then there 
is the other reality of economic factors that would enter into the 
picture. Would there be enough economically sound reasons to stay 
within the Canadian border for doing business, apart from 
perceptions? A lot of people make their decisions based on 
perceptions when it comes to governments. 


Mr. Murray: I can only speak to our own company. You 
will get a chance to speak to our industry in response to his 
question. In our company, and I am told that this is the same 
experience of other companies in this industry, we find with our 
manufacturing operations we can compete in terms of cost, quality 
and everything else, even if we assume a par exchange rate. 


Our two Canadian plants have for the last four or five years 
won the plant of the year award for all IBM plants around the 
world on the basis of their productivity, their quality, their 
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ability to meet costs and all the usual manufacturing targets. Our 
experience is that Canadians can compete. We have all the right 
ingredients. We have the work ethic. We have the education. We 
have the skills. We have a management system. We have access to 
all the goods and services we need and we can compete. 


Mr. Hughes: May I make a general comment? In my remarks 
I used the words "market niche." I think it is worth repeating. 
Behind the discussion we are having this morning is an assumption 
that Canada will not continue, if it ever did before, to CLyero 
have a broad-scale, broad-based, all-encompassing manufactur ing 
sector. Very few countries in the world can do that. Perhaps the 
US alone can. 


With all of this trade, there is the assumption that 
restructuring will go on and you will find a lot of.painful 
adjustments as this rationalization occurs and as companies search 
and probe for the market niche in which they can be cost 
competitive in third countries. That is already going on. It is 
going to go on with or without the Canada-US trade talks, but the 
talks will increase that process. 


We are not trying to get IBM or Arconas to manufacture A to 
Z. The consequence of the present world industrial structure is 
that they are going to manufacture product D and product E. We 
have not yet thought that through and the economy has not yet 
adjusted to that. It is in the throes of that adjustment right now. 


Mr. Chairman: Just having a few of those letters out of 
the A to Z is one of the things we are worried about. 


Supplemental to some of the things Mr. Cordiano has raised, 
there are a couple of perceptions we may have received from the 
Americans when we were down there. One was that while there were a 
number of irritants which they thought were raised in this country 
from 1980 to 1982, they seemed to be talking about those irritants 
being smoothed out, starting with the former Liberal federal 
government and continuing since 1982. 


Secondly, we had a very strong and persuasive submission to 


- the effect that Ontario somehow had great advantages over some 


industrial states such as Michigan as a place where presidents 
would like to live, and that states such as Massachusetts and 
California have attracted high-tech industries for those reasons. 
I gather there may be some irritants such as taxes and planning 
that you feel are not auguring in favour of Ontario. 


Mr «Munpraywsoure., Lbecould identifyywfive sor six, .butwion 
balance I do not think they are crucial to someone who actually 
sits down and makes an analytical investment decision. For every 
one you could identify here, if you were comparing the situation 
to that in the United States, you could probably find some 
offsetting irritants which,:in terms of an economic balance sheet, 
would make it close to a wash. 


lathinksyoucare Tight, lt is those soLtthings that are 
important and we do enjoy a reputation in Canada for all the 
amenities we have, the standard of living, the safety and the 
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cleanliness. We have an education structure now that ranks very 
highly with the rest of the world. 


It is interesting; I did not bring it with me but there was 
a feature article in Business Week about four or five years ago in 
which they were talking about the way state governments around the 
world and within the United States were throwing money at 
high-tech industries to attract them to set up shop in their 
jubisdictrons: Fi 


They went through all the techniaues that were being used: 
tax write-offs and tax holidays. The analysis they did showed that 
several of these failed and were doomed to fail from the beginning 
because those municipalities or states lacked the soft ingredients 
to attract the kind of people who work in high-tech industries. 


They want to be very close, for example, to a highly rated 
academic community. If you do not have a municipality that can 
offer such a facility, a first-class university or whatever, then 
no matter what money you throw at an organization, it will not 
invest there because the people it needs will not be motivated to 
move there. Those soft issues are extremely important. 


Mr. McGuigan: I can add one point to that. We were told 
that in the United States, too, in some instances the company 
simply moved in for the period of time it was given this advantage 
of a tax write-off or whatever. As soon as it had used up the 
advantage, it would go to some other state that offered it a 
Similar thing. It is like putting on a special at the grocery 
store. People go there and buy the special and go back to the 
other store to buy their regular items. 


Mr. Taylor: That is good shopping. 


Mr. Chairman: I would like to read some more recent 
statistics I have from the Summary of Canadian International Trade 
by Statscan, July 1985. Office equipment exports have increased 
from $1.2 billion to $1.8 billion between 1982 and 1984, while 
imports have increased from 62.9 billion to $4.4 billion in the 
same period. The gap would seem to be increasing. 


Similarly, in the field of telecommunications equipment, 
although you have admitted that it is not progressing, exports 
have increased in that period from $1.5 billion to $2.7 billion. 


Mr. Taylor: What does the exchange rate have to do with 
that? Does it not have some relevance in those figures? If your 
exchange rate is increasing and the value of.the American dollar 
is going up-- 

Mr. Chairman: If I may finish, because this is kind of 
important. The imports have increased from $2.1 to $3.8 billion, 
almost doubled, in two years. 


L230 sam. 


Mr. Murray: To answer that question, exchange rates on a 
worldwide basis have obviously had an effect. That is the United 
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States' big problem now because of the fact that so much of this 
stuff can be manufactured around the world and sold so cheaply 
into the US market, and we have suffered in Canada to some extent 
from that. Wage rates and all these other economic advantages that 
exist in some other countries have shifted the production balance 
in high technology from high-wage countries to low-wage countries. 


A lot of it is automated. You do not need to have highly 
skilled people as you do with less automated operations, as long 
as there are a few skilled people who know how to run the 
complexes. You can set up in business and do everything cheaply 
and produce quality products. That is part of our problem. 


We are talking about a potential arrangement with the United 
States. There is much more equality between Canada and the United 
States on a lot of these issues. As long as that is what we are 
talking about, some of those other~concerns~are outside the 
parameters of this discussion. That does not mean we ignore them. 
We have to deal with them, but not necessarily in the context of 
the upcoming discussion, the agenda-- ‘ice 


Mr. Taylor: I do not know whether that is adjusted for 
straight dollars or not. You could be importing the same 100 items 
at the same American price you are purchasing for, but you are 
paying more for them in Canadian dollars because the dollar is now 
worth some 70 cents United States. What I am getting at is that, 
for statistical purposes, the total number of dollars may be 
greater but actually the trade has not changed. 


-Interjection: Number of units. 


Mr. Taylor: I wonder whether that might be a factor in 
VOUT Statistical report. : 


Mr. Cordiano: It points to the fact there must be 
greater emphasis on some of the newer technologies and on 
developing some of them. Can we do it in this country? Can we be 
part of the newer, developing technology that is going to be 
labour intensive? 


Mr. Hughes: It also points to my original comment on 
market niches. We are using words such as high-tech office 
equipment. That is not a niche. That is an enormously great 
category. Within those categories there have to be niches 
Canadians have to find. Technology is easily transferable around 
the world. It is happening faster and faster. You can easily 
produce automated standardized production using very high-tech 
production processes in Brazil, Taiwan or elsewhere. If you then 
say that is a high-tech product, you are going to watch that 
appear in the imports because that is where the low-cost imports 
are coming from. 


The bigh-tech policy, if that is the right word, is to find 
those market niches, perhaps leading-edge technologies in which 
Canada has a comparative advantage. 


Mr. McGuigan: A question touched on earlier was the case 
of typewriters, whether it is a good strategy for Canada to be 
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pushing to be at the leading edge considering our one-tenth 
resources compared to the United States. It is one to 10 in 
population resources. There is its ability with a larger economy 
to set aside a greater anount for research and development. It 
makes one wonder whether that is the best strategy for Canada to 
pursue. Perhaps we should be setting our sights a little lower and 
be the manufacturer of those items. Would you comment on that? 


- Mr. Murray: I would worry about that for high-tech 
products because the tate of change is so rapid. That is what we 
were starting to face up to at IBM Canada Ltd. We were 
specializing in a product, electric typewriters, where the market 
for the product had not only gone flat but was declining. There is 
a huge investment in setting up and you cannot just get out of it 
overnight so you have to anticipate what is likely to happen. 
Fortunately, we anticipated early enough to get out of it and get 
into something more current, but even then there is a risk in our 
Don Mills plant where we are asked to manufacture or earn the 
right to manufacture a new printer. 


We have a lot of eggs in that basket. If that product is a 
market failure, then we have a problem because we are locked into 
a product. That is the risk you take. As Mr. Hughes has pointed 
out, if you have chosen the right niche, if you have a product 
line or a commission in your lab which capitalizes on Canadian 
compatative advantages, then at least you are in the right ball 
game. While there are going to be risks within the ball game, they 
are not as great. 


A little diversion will also illustrate the point. When I 
was at the Canadian Chamber of Commerce annual meeting in 
Saskatoon earlier this week--where I am sure you heard they 
unanimously endorsed dealing with the United States for a 
comprehensive trade agreement--one of the speakers made a point 
that struck me. I have never heard it put this way before. He said 
that if we look back over the last five years at what has been 
happening to employment or unemployment, most of the large 
companies have been reducing employment for two reasons: economic 
reasons, and trying to improve their productivity to be more 
efficient. 


He said the real growth has not only been in small business 
but there has also been a major shift to services and boutiques. 
One of the other things that large companies are finding out is 
that consumer tastes have changed. The supermarkets, department 
stores and so on now recognize that they have to go to the 
boutique kind of setup, and he says Canadians are in a better 
position than Americans to capitalize on that kind of business 
activity. You do not have to be big, just more specialized. 


A lot of people in Canada are doing very well now in the 
boutique industries and he said the US market is open to some of 
these companies and that is where the action is going to be. 


Me. Ferrari: The-doctore found that outcceart vier. 


Mr, Murray: “Thatomect rue. 
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Mr. McGuigan: Your answer really is that you support 
trying to maintain a position in the leading edge of-- 


Mr. Murray: I am going to come to high technology. I am 
repeating ere now but things change so quickly that if you are 
not constantly at the leading edge you can get left behind in the 
pack very quickly. Once that happens, it is hard to catch up. 


El sAG: atm, 


Mr. McGuigan: There is another question I want to ask 
and I think it is important. It is a question of perception. To 
avoid making a statement, I will preface it with, ‘Are you aware." 


Are you aware there was not only a perception about the 
Foreign Investment Review Agency but there was also a fact? It is 
important that this-committee know it because so often we touch on 
the question of the general social level and the atmosphere in 
Canadas vam. told it as ta fact that FLIRA was not- an. honestproker, 
and that is being quite generous; that when notice came to the 
people in Ottawa that company A in the United States wanted to buy 
company B in Canada, first they put a very onerous information 
requirement in front of that company. They had to tell everything 
about their business, give information that would not nessarily 
stay in Ottawa but could get into the hands of competitors. The 
system was open enough that it could. In addition to that, it took 
a minimum of two years. In many cases, the buyer's interest was 
gone in that time. 


I do not mind knocking Liberals. I will knock Conservatives 
too, at times. 1 usually hit them in the right spot, too. 


Mrwp Brande) hats sustean,opinion: 


Mr. McGuigan: The public of Ontario had an opinion on 
that as well. 


When the request came from company A to buy company B, they 
would put this two-year hold on it and in the meantime would start 


‘searching for companies in Canada who might be the purchaser. They 


would give the company away to someone in Canada, in a sense, at a 
much lower price than it would have commanded in the international 
market. Time after time, American companies saw some Canadian 
company was the purchaser when they were making an application to 
buy a Canadian company. They got sick of it, and rightly so. 


I do not think the Foreign Investment Review Agency was ever 
meant to be that kind of broker. FIRA was meant to decide whether 
it was in the best interests of Canada that a company be owned by 
a Canadian or American company. 


Mr. Hughes: I can answer the question by saying, yes, I 
am aware those allegations were made. However, I would only say it 
is not surprising. The act gave cabinet power to make political 
economic decisions. In my humble opinion, the bureaucracy should. 
not be criticized for fulfilling the mandate it was given. The act 
was specifically designed to fulfil a political economic view of 
life and it did so. 
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Mr. McGuigan: As far as you are concerned, then, it was 
their mandate to do that. 


Mr. Hughes: Oh yes, definitely; without any question. 


Mr. Taylor: The perception is that it emanated from a 
political level and was probably conceived at the level of the 
permanent government of bureaucracy, sold in part at ministerial 
level and then enforced by the same bureaucracy that had dreamed 
PECUp? 


Mr. McGuigan: There is more than one perception when it 
is done badly. 


Mr. Taylor: As a politician, do you feel more 
comfortable with that? 


Mr. Chairman: That of course is behind us. Just to carry 
on and to answer Mr. Taylor's questioning of my earlier figures, 
apparently Statistics Canada has done these same figures on units. 
As of 1970 it was 100, and in the period 1982-1984 our exports of 
office equipment have increased 118 units. Our imports have 
increased 211.2. I am turning the floor over to Mr. Ferraro. 


Mr. Ferraro: Thank you. Not to detract from the 
wonderful trip down memory lane we had about FIRA, my question is 
specifically attuned to interprovincial impediments and barriers. 
I am wondering if Mr. Hughes and Mr. Neufeld could comment from 
their respective industries or elaborate to a greater degree on 
what these are specifically. 


Mr. Hughes: I can get rid of my meagre knowledge fairly 
quickly. You have already heard about the brewing and electrical 
industries. They are the most notorious examples in Canada of 
interprovincial trade barriers. There are others, of course, in 
the agricultural industry. The linkage between marketing boards, 
for example, and the grocery products industry is another. 


Mr. Ferraro: I am sorry, I said Mr. Hughes. With the 
greatest respect, I meant Mr. Murray and Mr. Neufeld, specifically 
about their industries, so I apologize to you, Mr. Neufeld. 


Mr. Neufeld: I can answer for our industry very quickly. 
We went through a period during the late 1970s and early 1930s 
where we even had a fair degree of barrier existing in the west. 
But in the last three years, the firms that were being protected 
out there have gone into receivership, so there is now a fairly 
clean, open market to the west. However, there continues to be a 
tremendous amount of resistance in Quebec, so much so that we do 
quite well within Montreal as long as we sell to the English 


market, but beyond that it is very difficult to sell Ontario-made 
furniture in Quebec. 


Mr. Ferraro: Due to the language restrictions? 
Mr. Neufeld: No, it is more than language restriction. 


First of all, government there is totally resistant to buying 
anything outside of the province and has managed to bring that 
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into a good number of other industries. In Quebec there is a 


greater degree of government involvement in industry than in 
Ontario. That could be a very clear statement-- 


Mr. Ferraro: You may not want to answer this, but could 
you comment on the number of members, if any, who have moved from 
Quebec to other provinces in the last five years? 

Mr. Neufeld: Of our industry? No, I do not have those 
figures. I certainly am aware of two firms that have done that, 
but I would not have any kind of overall statistics. 


Mr. Ferraro: Let me rephrase the question. Specifically 
are you aware of any that have gone into Quebec? 


oy Mr. Neufeld: No, rather the other way. 


Mr. Taylor: Remember that is state economic planning as 
defined by a socialist government. 


Mren Ferraro ind OUeCanadraw, certLadn.conciusions, [> am 


SuregeMr. LayLlors 
Mr. Brandt: He just did. 


Mr. Ferraro: I did not say I disagreed with you. I 
wonder if Mr. Murray could comment. 


Mr. Murray: The major problem affecting our industry 
again has been government procurement discrimination. In some 
cases it has been dealt with as a general policy and in other 
cases there are at least two or three very notable examples of 
where the normal procurement process is bypassed completely to 
favour chosen companies. 

Mr. Ferraro: In Quebec? 

Mr. Murray: Quebec and Ontario. 

Mr. Ferraro: Are you saying Ontario has been unfair? 


Mr. Murray: For the educational computer they did award 
a contract of 10,000 units without tender. 


Mr. Ferraro: That was an internal computer thing, yes. 
Mr. Murray: The educational computer for schools. 
Mr. Ferraro: Andy, a blemish. 
Mr. Brandt: I know yourwillecorrect,it. 
Mr. Ferraro: We are trying. 
Mr. Brandt: We still have the record of having one of 
the most open trading provinces and-or jurisdictions, virtually in 


the world. I do not think we have to--really I say this not in an 
uncharitable way, sir,-- 
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Mr. Ferraro: I know. I asked for it. Go ahead, say it. 


Mr. Brandt: I do not have to apologize for the way in 
which we conducted trade in this province. If all other 
jurisdictions were as open as we are, we probably would not even 
be discussing this subject, for whatever that is worth. 


Mr. Mackenzie: I want to go back for a moment to the 
discussion you had for a while with Mr. Cordiano about whether or 
not we could compete, and to your figures on the imports and 
exports. The figures you gave us were for 1984, so we accept that 
year alone. We have exports of $900 million and imports of $1.2 
ba laiacon. 


Mr. Murray: I would have to doublecheck that. It is in 
that range. 


Mr. Mackenzie: Assuming that ball-park figure. 
Mr. Murray: I know the 900 is accurate. 


Mr. Mackenzie: You also told us that the Canadian value 
added percentage of those imports might run from 30 per cent to /0 
per cent. You could not give us the exact figures. Once again, 
just taking an assumption in that year that it was half, maybe you 
have the figures for that year, which would be 50 per cent, what 
you are really telling us is that our Canadian value added exports 
were only $450 million. It skewers in some ways the figures even 
more; at least it would in some people's minds. You had $900 
million in exports but half of that was stuff you imported into 
Canada to be included in the assembly, or manufacture or whatever, 
of what you shipped out again. 


Some of our competitiveness also is based on the amount of 
the product you ship out that came in which was not manufactured 
here in the first place. Whether you bought it from the United 
States or from Third World countries, I suppose that price 
component could be substantial. 


Mie Owarh. 


Mr. Murray: This is one of the problems in dealing with 
these numbers we were looking to get at. We are talking about 
intercompany numbers. There is a tendency to relate these numbers 
to sales numbers. You cannot make those comparisons because one is 
a manufacturing cost and the other is an end selling price. 


Mr. Mackenzie: They all go into the equation. 


Mr? Murray; Nese 


Mr. Mackenzie: It would be nice if they could be carved 
out. What kind of a picture would really show in terms of our 
export balance? 


Mr. Murray: My point is that when we import components 
from a sister plant, we import at a cost plus fixed profit 
percentage. Likewise, when we sell to our sister plants what we 
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produce, we sell at our cost plus the same fixed percentage 
profit. The costs we are talking about are actual costs as opposed 
to other people's selling prices. 


Mr. Taylor: The difference might represent a profit. 


Mr. Mackenzie: Incidentally, I have nothing against 
profit. That might surprise you. 


Mr. Murray: What we are being measured on is the cost of 
what we do in the processing. 


Mr. Mackenzie: With respect to jobs, half of what you 
are shipping out, based roughly on the figures you gave us, was 
never manufactured here in any case. 


Mr. Murray: In some percentages, yes. 


Mr. Mackenzie: What about the whole argument of using 
the kind of managed trade deal we have in the auto pact with 
respect to something as important as the computer industry, your 
industry, or business machine interests, I guess? Would not some 
kind of a worked out arrangement, with the auto pact as a guide, 
give us more chance of some security in employment and jobs? While 
you seem to reject it, would it not be an incentive for some of 
the smaller companies in the business, and if it was, would that 
then have some effect on IBM? I do not think you would be left out 
of the race if that approach was taken. 


Mr. Murray: No, no. I am not concerned about that. I am 
just concerned that it is not as workable in the high-tech 
industry as it was in automobile manufacturing. 


Mr. Mackenzie: I understand the rapidity of the change, 
but my concern is also the very imbalance you show in these 
figures, and I guess once again we will be challenging the numbers 
and whether the numbers are anywhere near correct. I am concerned 
about the fact that it really can be a lot more if you consider 
where it was made, look at it from a job production or value added 
point of view, and see the kind of doubling in only five years, 
unless it turns out to be totally skewered in the high-tech 
industry. We are not doing very well as it is with almost a total 
free trade arrangement. I am not sure how much more we gain by 
just opening everything up. 


Mr. Murray: I am more concerned about what we are going 
to lose if we do not secure access. 


Mr. Mackenzie: We are losing at one hell of a rate right 
now. Whether or not to use the more open approach is the basic 
question. How do we protect it, or-have we reached the point where 
we have to start looking at some other answers? 


Mr. Murray: I think we have to look at other answers to 
secure what we have and to enhance it. One is obviously the 
comprehensive trade agreement. I have my concerns about whether or 
not this industry could lend itself to an auto pact industry, 
because we are talking in Canada alone about almost 500 companies 
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and many more than that in the United States. They do not all 
manufacture; a car is a car is a car. In this industry we have 
people who write software you now find in the bookstores, people 
who make display screens, people who make printers, ana people who 
write software for personal computers. My problem is, I just do 
net see how to get my arms around this industry, given the number 
of players and the makeup of the industry, to have an auto pact 
type of arrangement. 


Mr. Mackenzie: I forget the last time I saw the figures 
on the auto pact, but hundreds of companies are involved there and 
you get a number of different components. 1 recognize there is a 
little more sophistication now in your industry, but-- 


Mr. Murray: When the auto pact was negotiated, much 
fewer parts were supplied to the manufacturers who then 
incorporated them. I am saying the way our products and services 
are marketed, we have all kinds of people marketing right into the 
end-user marketplace. I have to give a lot more thought as to 
whether those people could be organized in any way in an auto pact 
kind of arrangement with all the guarantees about content. That is 
my problem. 


Mr. Mackenzie: I agree and I understand some of the 
complexities of your industry. I spent a number of years managing 
a keypunch operation, but I never could master the wiring of the 
damned boards. 


Mr. Cordiano: You just said you are concerned that we 
secure what we have. In your opinion, under a negotiated deal for 
free trade, would we be able to take advantage of that and expand 
our trade? Do you think it would be positive or that it would keep 
things as they are, that we would hold on to what we have? 


Mr. Murray 1 ‘think *1t6/wouldiicontinueisto.be positive 
because despite the balance of trade numbers, the manufacturing 
and development by our industry has been growing. In the numbers I 
am quoting, I did not give you a current picture over years. There 
has been a substantial increase in activity here in Canada. The 
balance of trade still is a deficit but at least the number of 
people, the investment, the units of output, all the related 
economic activities have been growing. What we have been able to 
prove in our industry is that we can compete with our sister 
companies or our other organizations around the world provided we 
make the right product. 


I suspect if we can work out a comprehensive trade 
arrangement, not only will we preserve the base we now have but we 
will also see further growth for the very same reasons we are 
seeing growth today. 


Mr. Cordiano: Does IBM Canada have a world product 
mandate in the product in which you are now specializing and for 
which you have a niche in the marketplace? Would you be able .to 
export that to the United States, apart from what you are doing 
right now? Or is that taking place already? 


Mr. Murray: Everything we manufacture in our Quebec 
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plant, which is a components plant--the high-tech chips, 
everything in that plant--is exported. Most of it goes to the 
United States because it goes through another plant--it goes to 
sevecal plants--anu those chips then go into the next 
manufacturing step. 


Mr. Cordiano: In the United States? 


Mr. Murray: Mostly in the United States. We furnish some 
to other countries. From our plant in Don Mills where we 
manufacture some sprays and printers and a couple of other 
peripheral types of equipment--I am guessing a little--I would 
think close to 90 per cent of the production goes to the United 
States and the rest goes to other countries around the world. We 
are already competing very effectively with our US sister plants 
in cost, quality and all those things I mentioned a while ago. 


Mr. Cordiano: You are saying the sister plants in the 
United States are more or less producing and manufacturing some of 
the similar items that you are manufacturing here in this country. 


12 noon 


Mr. Murray: Not any more. We have rationalized it. But 
there may be. Once in a while you have to have dual sourcing for 
protection. We cannot have just one plant--if it ever burned down 
or blew up or whatever--so we do have dual sourcing. Quite often 
we also have dual sourcing as between North America and Europe and 
when we measure ourselves against any other plant, whether it is 
in Europe or the United States, we are very cost-effective. 


Mr. Cordiano: In addition to what you have already, do 
you think you would be able to manufacture additional products for 
export into the United States, or has the product you are already 
engaged in manufacturing reached its capacity in terms of 
supplying the market with its needs? 


Mr. Murray: No. I am now going to try to answer two or 
three earlier questions, with a slightly different slant. When Il 
Say we are manufacturing chips for IBM's plant at Bromont, I mean 
we have developed an expertise in certain technology, in display 
and in printer technologies. We are now specializing in a family 
of products. As we move from today's to tomorrow's product-- 


Mo. eGordianotabte iseevolutionary.. 


Mes. Murray: tess. ou. putgyoursstakesingtheigroundawtth 
respect to the technological niche you have chosen to pursue. That 
is what happened with typewriters. Once the technological niche 
became outdated, you had to get out or be trapped with a 
technology that was not going anywhere. 


By the same token, our laboratory in Toronto specializes in 
software. We have built up a worldwide reputation for our software 
programming expertise. That is how you stay in the ball game for 
the future. You do not know what the future products are going to 
look like. However, you know that if you have certain 
technological expertise, you will be used. 
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Mr. Taylor: I require a point of clarification arising 
out of the question. I surmise you might have been wondering, if 
there were freer trade, whether you would increase your sales in 
the United States or whether you nave your market share now and it 
is a matter of competition for a bigger part of it, with the 
improved technologies again increasing that. 


I gather the whole system is dynamic; so it is not a 
question of opening up more markets for you. It is presumably a 
matter of your company being located where it is most advantageous 
in any event. It is a case of the less hassle, the better with 
respect to being able to maintain your market share or improve it. 


Mr. Murray: It is really preserving what we have. If a 
company is successful, then the products it has will sell more in 
volume. That obviously increases the activity. Then, if you are in 
the right technology and markets are not closed to you, you are in 
a position to negotiate for more product, which is the way you 
expand your operation. You have a wider menu of products if you 
pick the right technology. 

Mr. Taylor: I am not particularly troubled because in 
one line we are importing everything and not exporting anything. 
That generates jobs too in the whole sales force. We discussed 
this in connection with importing automobiles. If you want to keep 
them out, you will find lobbies from the outlets that sell foreign 
cars. There will be pretty strong pressure. That all generates job 
activity. 


Mr. Chairman: We would like to be producing some things, 
though. 


Mr. Taylor: Youn do. 


Mr. Cordiano: We are talking about a greater emphasis on 
creating new jobs and keeping our people employed in the future. 
We have to look for some of the technologies that will be more 
labour-intensive, which they are. Some of the new ones are-- 


Mr. Taylor: I am saying you generate jobs through 
imports as well as through exports. Do you not? 


Mr .oCordiano:tCertainly, bute 1t> ts /a-trelativeyDarance 
you have to maintain. 


Mr. Taylor: It is the, overall economy that is going to 
sort things out. I guess you make up on the bananas what you lose 
on the oranges or apples, or whatever it is. 


Mr. McGuigan: You are either a free trader or you are 
noc. 


Mr. Brandt: The trick is to keep it in balance.: 
Obviously, if you imported everything, your economy would go to 
hell in a handbasket. 


Mr. Murray: I want to add to that because I think you 
ate on to an important point. The recent products in this industry 
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have led to a whole new way of marketing. Most of you now are 
aware that there are all kinds of computer dealers across this 
country that did not exist two years ago. The reason those 
companies are in business is that the technology in this industry 
developed the personal computer and other stand-alone desktop 
computers. 


Right now there are about 1,500 small businessmen employed 
in Canada, of whom we know because they are dealing in our 
products. Those jobs did not exist two years ago. We estimate that 
by the end of the decade we will be talking about upwards of 4,000 
or 5,000 jobs flowing from this technology. 


MiteeeaysOLo ene point lt amemacingets Chateit is, unreal 


to expect a balance in exports and imports, industry by industry. 
I think you have to take more of a macroeconomic approach to it. 

Mr. Cordiano: I would not disagree with that. All I am 
saying is that we may be missing the boat in the future on some of 
these areas that are going to create all kinds of new jobs if we 
are losing jobs in other industries where displacements are going 
to take place as far as a new trade deal worldwide is concerned 
and if we have it under the General Agreement on Tariffs and 
Trade. 


Apart from all the discussions that are taking place, some 


of the competitive factors that go into world trade--you have 


already pointed those out--are displacing certain industries. 


We have to be able to move into areas where we are going to 
create new employment. I think we are doing that now, relatively 
speaking, but in the future it is going to be those labour- 
intensive sectors where we are going to make our biggest gains. We 
have to look to that to improve our employment situation. 


Mr. Murray: That is the chicken-or-the-egg problem. If 
we do not take advantage of technology wherever it comes fron, 
wherever it is developed or wherever it is produced, we are not 
going to be able to provide the tools that those other industries 
in Canada need to improve their productivity and become 
competitive to survive. 


If you want to look at any one sector where we would be in a 
lot of trouble by taking any kind of protectionist attitude, it 
would be the high-tech sector, because we just cannot make it all. 
or develop it all here. Forgetting our export market, which is 
important on the one hand, if we end up doing things that invite 
retaliation in the sense that we could never get access to this 
technology from other places, we would be compounding the problem 


‘even more. 


Mr. McGuigan: If I may have one final supplementary, I 
want to begin by saying that I approve of the auto pact; but when 
we look at the auto pact, we are looking at what is largely a 
North American market, and my assumption is that our North 
American auto industry is not world competitive. How many autos do 
we sell outside North America? Just a few luxury models. 
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However, in looking at this and many other industries, they 
are in the world market. My assumption is that IBM exports a great 
many products to the rest of the world, and I could widen that to 
say the industry exports to the world. Is that not the difference 
we are talking about in this industry as compared to the auto 
industry? 


12:10 p.m 


Mr. Murray: It is even more than that. *We deal in world 
products. The products we make and sell can be and are used 
anywhere in the world; they might have to be 50 cycles versus 60 
cycles, but that is the only difference. When we design and 
manufacture these products, they are intended to be marketed in 
any country. 


Mr’. McGuigan: yineiactjuyou dosmarket Landviceisenot just. eesee 


a token. 


Mr. Murray: Absolutely; we do. With the auto industry, 
there are North American cars. There are a couple of cars now, but 
most of them are still manufactured for a market such as the 
American market. The Japanese are manufacturing cars in Japan for 
their own market that are different from the ones manufactured to 
be sold on the US market. They are different in a lot of ways. It 
is not just the emission control standards; a lot of other things 
are different between the cars. We manufacture the products. We 
manufacture in Don Mills. You will find the same products in 
Amsterdam, Singapore and Hong Kong. 


Mr. Hughes: Before you conclude, can I correct the 
statistics mentioned in my opening remarks? The trade surplus is 
reported as $230 million. That is made up of exports of $268 : 
million and imports of $38 million in respect of 1984 office and 
contract furniture. Those figures are correct and the figures 
above are incorrect. I apologize for them; I must have been 
asleep. 


I said the exports were $139 million, and that is clearly 
wrong. I have asked for those figures to be checked, but the 
exports are $6268 million, imports are $38 million and the trade 
Surplus is, $230 million for office and ‘contract turn teure, ine jou. 


Mr. Chairman: We ‘should withdraw that first sentence of 
the last paragraph on page 4. 


Thank you for your assistance and your patience with us. We 
are particularly grateful to Mr. Murray because we put him on the 
hot seat''a lot: today: IBM} “of ‘course, ds a! veryo'stentificant tactor 
in high-tech industry. We are all anxious to see what goes on 
there. 


The committee recessed at 12:13 p.m. 


C at 
E-43 Publications 
ee 





| SELECT COMMITTEE ON ECONOMIC AFFAIRS 
ONTARIO TRADE REVIEW 
i) THURSDAY, OCTOBER 3, 1985 


Afternoon sitting 








SELECT COMMITTEE ON ECONOMIC AFFAIRS 


CHAIRMAN::. Gooke,.D. R. (Kitchener L) 
VICE-CHAIRMAN: McGuigan, J. F. (Kent-Elgin L) 
Bennett, C. F. (Ottawa South PC) 
Cordiano, J. (Downsview L) 

Ferraro, R. E. (Wellington South L) 
Knight, D. S. (Halton-Burlington L) 
Mackenzie, KR. W. (Hamilton East NDP) 
McFadden. Di. J." Che lan tome) 
Morin-Strom, K. (Sault Ste. Marie NDP) 
Stephenson, B. M. (York Mills PC) 
Taylor, J. A. (Prince Edward-Lennox PC) 


Substitutions: 

Brandt, A. S. (Sarnia PC) for Miss Stephenson 

Hennessy, M. (Fort William PC) for Mr. Bennett 

Check: AT nocu sp: 

Stearn: 

Traficante, F., Research Officer, Legislative Research Service 


Witness: 


Rotstein, Dr. A., Professor of Economics, University of Toronto; 
Senior Fellow, Massey College 


Stevens, W., Jr., Chief Executive Officer, Crawley Films Ltd. 





LEGISLATIVE ASSEMBLY OF ONTARIO 
SELECT COMMITTEE ON ECONOMIC AFFAIRS 


Thursday, October 3, 1985 


The committee resumed at 2:10 p.m. in room 2. 


ONTARIO TRADE REVIEW 
(cont inued) 


Mr. Chairman: Let us get started this afternoon. What 
can I say? We are having a very strong finish. This will be our 
last open hearing before we write our interim report. We have been 
looking forward to hearing from Professor Rotstein for the whole 
time we have been involved in this thinking process. I will not 
say anything more. I will let you take over, professor. 


Secs DR. ABRAHAM ROTSTEIN 


Dr. Rotstein: Thank you very much. I am in your hands as 
far as procedure is concerned. I have prepared a written brief and 
I hope the committee will have access to it. If I may make a 
suggestion, I will read portions of it and paraphrase some of the 
rest, if that is agreeable to you. 


Mr. Chairman: Yes. We are used to being led through 
briefs with pertinent areas being pointed out to us. 


Dr. Rotstein: The debate on free trade versus protection 
has been the great Canadian parlour game going back to the days 
before Confederation. When we succeeded in 1979 in signing the 
General Agreement on Tariffs and Trade, it appeared then perhaps 
that the free traders had won the day, after over 100 years of 
debate going back to the 1850s. They won the day because we had 
negotiated an agreement with the Americans under the Tokyo round, 
as it is called, to permit 96 per cent of Canadian manufactured 
goods entry into the United States at duties of five per cent or 
less. A good deal would have gone in at zero tariff. 


In the light of the substantial currency: fluctuations today, 
a five per cent tariff is negligible and, for all practical 
purposes, we had achieved not a full free trade agreement but a 
reasonable facsimile. However, fate has snatched defeat from the 
jaws of victory. As most of us are aware, the American 
$150-billion trade deficit has created a second line of defence 
and the Americans have fallen back on another position, which they 
call their whole network of nontariff barriers. 


The actual damage to Canadian interests thus far has been 
minimal to nonexistent, but what has swept through this country is 
something that could be called a "virtuous panic." We can call it 
"panic'' because 76 per cent of our exports go to the United States 
and that puts close to 25 per cent of our gross national product 
at risk, even if it is an unknown and possibly exaggerated risk. 
We can say virtuous" because many of the true believers in free 
trade find it convenient to use this fear of exclusion from the US 
market to propel us into a more totally integrated arrangement 
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with the United States. The great irony is that the more 
protectionist the United States becomes, the more we veer to free 
trade. 


What do we hope to gain from ail this? Basically, we are 
running hard so we can stay in the same place. We are trying to 
hang on to what we have and preserve our share of the US market. 
What we have already negotiated through GATT, it seems, we must 
now negotiate again through a very different maze of obstacles. 


Are these trade negotiatons Likely to work the second time 
round? Despite my own biases in this matter, to which I readily 
admit, I believe the coming trade talks are likely to go on at 
cross-purposes and stand little chance of producing anything more 
than marginal or cosmetic changes. The heart of the problem is 
that when Canadians and Americans use the words "free trade," they 
have completely different expectations of what they hope to 
achieve and unrealistic notions of what the other side is supposed 
to give up. Let me elaborate. 


In the good old days when the problem was tariffs, we could 
talk in a common language, which was a certain percentage 
reduction of this or that tariff on both sides. At the end of the 
day you could tote up the balance and you knew where you stood, 
whether you had a good deal. - 


Today the Canadians are pointed in the direction of what 
they call "secure access''--and there is a great deal to be said 
about that--and Americans have a completely different focus which 
they call "fair trade.'' The stage is set for each side to talk 
right past the other, and the twain, I suspect, will not easily 
meet. 


The central point to recognize is that we are trying to 
negotiate through this warren of escape clauses, injury clauses, 
buy America provisions, countervail and anti-dumping legislation 
to try to get for Canadian goods what people have called an 
exemption. The most important question for Canadians is whether 
such an exemption is possible in the first place. 


I draw your attention to a number of statements which I 
begin to quote at the bottom of page 3. William Merkin, the 
deputy assistant US Trade Representative who deals with Canada, 
was asked exactly this question. The question was put as follows: 


"Secure and enhanced access should mean, in the ideal world, 
that traders do not have to look over their shoulders in fear of 
countervail and anti-dumping, or other trade action, once they 
have access to markets. Is there any likelihood of the US Congress 
making any concessions or movement in this area?" 


This is Mr. Merkin's reply at the top of page 4. Remember 
that he is the official directly occupied with the Canadian desk 
in the Office of the United States Trade Representative. 


“Both countries have countervail and anti-dumping laws. I 
don't see any way the US Congress, under a trade enhancement 
agreement, would do away with a company's ability to take 
countervail or anti-dumping measures against a Canadian company." 
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He continued subsequently: 


"From a political realist viewpoint, if we go to the 
Congress and say we are waiving countervail and anti-dumping, I 
think the Congress would throw us out. It's one issue that must be 
supportable before Congress would even listen." 


Exactly this position was reiterated by Clayton Yeutter, 
who is the US Trade Representative, the day after Mr. Mulroney 
phoned Mr. Reagan to request trade talks. I quote from the Globe 
and Mail of that date: "Philosophically, I would not be 
enthusiastic exempting anyone from anti-dumping or countervailing 
duty laws.) 


At the same time, while Mr. Yeutter was saying, in effect, 
that this was not a negotiable issue, he was asking Canada not to 
“=-take- issues off the table before negotiations even began. He had 
- in mind quite an agenda that we have been expressing some 
qualifications about, whatever remains of our foreign investment 
policy, our cultural industries, our agricultural marketing boards 
and other items about which we had expressed reservations. He 
asked us to leave those on the table for discussion. 


We all know where the impetus comes from for these American 
moves towards restricting imports of foreign goods into their 
country, the 300 protectionist bills. It comes from the fact that 
they have a high American dollar and they price themselves out of 
their own market. Can anything be done about this problem under a 
free trade treaty? American officials insist they cannot 
relinquish the power to levy countervailing and anti-dumping 
duties and cannot grant blanket exemptions to Canadian products. 


What may be negotiable with Canada are different definitions 
of what constitutes a subsidy or injury to American firms, but 
this would have to proceed on a case-by-case basis and the 
interpretation of these decisions would ultimately be in the hands 
of American courts. Keep in mind a point I would like to stress. 
There is no accepted definition of the word "subsidy" in the 
American catalogue. It is a-word that is being worked out through 
Gaseslawisbitnby abit, 


Donald Macdonald, chairman of the recent royal commission 
advocating free trade, addressed this same point as follows: 


"I am not prepared to leave it to US judges to determine 
whether or not there has been unfair subsidy by the Canadians or 
dumping.-In my experience, they'll act with the same kind of 
chauvinism as our judges will and decide in favour of their own 
people." 


Ae 2Qep ss 


I share Mr. Macdonald's assessment of this particular point, 
but it is Utopian to expect the Americans to agree to some 
international tribunal to make these decisions, as Mr. Macdonald 
advocates. Too much is at stake in their dealings with the rest of 
the world for them to give up control of this vital issue. In 
short, it does not seem to me possible to go a different route and 
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have an international tribunal decide what is and is not a subsidy 
because the Americans cannot afford to give up those powers. 


Are there aiuy other ways left to achieve secure access? 
There is one other proposal, which was put forward by Professor 
Richard Lipsey. He suggested that in order to achieve what the 
Americans call their level playing field--that is to say that 
other countries' goods are unfairly subsidized and they want to 
right the balance--we take the net difference between Canadian and 
American subsidies for a particular product and merely levy that 
difference between the two as a countervailing duty. Professor 
Lipsey argues that they have subsidies and we have subsidies, and 
if you take the difference, you have a level playing field. 


While this may seem to be a promising solution on paper, the 
problem is that subsidies do not always come in matched pairs in 
the two countries. For example, in the case of the contentious 
issue of stumpage charges on British Columbia lumber, the 
Americans could claim that there are no subsidies at all on their 
own lumber, while in Canada lumber is cut on crown lands and 
benefits from the low fee the Canadian government charges. 


If we simply applied the above formula, a countervailing 
duty would be levied that would virtually eliminate the Canadian 
price advantage in the American market. The only alternative way 
to accommodate the Americans would be to abolish the subsidy, that 
is, to raise the stumpage charges to the same level that Americans 
are paying for cutting softwood, or possibly to abolish the entire 
system of crown lands and turn them over to private hands. 


This is only one illustration of the difficulties that await 
us if we try to achieve this standard the Americans call the level 
playing field or, alternatively, fair trade. There is a formidable 
list of things in Canada that would come up for questioning and 
scrutiny: industrial programs, regional development programs, 
research and development incentives, small business programs and 
so on. These might not all have to be abolished under a free trade 
regime, but they would certainly be on the negotiating table and 
atenisk. 


Instead of leaving this issue on a level-of general 
abstraction, I would like to bring the issue very close to home to 
Ontario and to Ontario programs. I draw your attention to the 
latter part of page 7, where I offer a concrete illustration that 
is close to home. 


One of the most promising ventures of the Ontario 
government, in my view, has been the $30-million automotive parts 
investment fund. The auto parts industry is a crucial component of 
the automobile industry and employs some 58,000 people in Ontario, 
often in small- and medium-sized firms. The fund is designed to 
assist the upgrading of plant and equipment, product development 
and manpower training. The fund provides for loans of up to _ 
$750,000 based on matching contributions from the private sector, 
plus an acceptable plan for modernization that must be approved by 
the Ontario government. These funds are term loans repayable after 
five years. 


It is my understanding that to date some 40 companies have 
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received loans totalling about $20 million. However, these 
companies are in the process of investing, on the basis of these 
loans, an additional $90 million from the private sector. The 
whole program is projected to create 1,500 new jobs and to protect 
3,800 existing jobs that may be in jeopardy. 


Among the companies involved, I might mention H. E. Vanateer 
Ltd. of Wallaceburg, which will machine auxiliary valve body and 
rockermcover s;eWwindsor PlasticeProductseLtd., -whichéwidilicreatesa 
new injection moulding facility; Canadian Metallic Brake Ltd. of 
Concord, Ontario, which will make the first new nonasbestos brake 
block linings in Canada, and Caledon Tubing Ltd. of Caledon, which 
will make high-quality steel tubing. 


This program is a prime example of the type of initiative we 
will have to pursue to modernize our industrial plant and 
equipment in Ontario. Without such an initiative, and I might add 
without the assistance of the government in this process, we will 
be unable to meet the challenge of improving our productivity and 
competitiveness, which is the key to industrial survival in the 
next decade. 


What is disheartening, however, is that precisely this kind 
of initiative may be aborted by a free trade treaty. All the 
output from the plants I mentioned will be liable to 
countervailing action by the Americans to the degree that their 
products will be regarded as having been subsidized by the Ontario 
government. Moreover, no one is now in a position to say whether 
this program is or is not a subsidy, not even the Americans 
themselves. In my view, the main conclusion to be drawn is that a 
free trade treaty with the US is incompatible with setting in 
motion a serious industrial policy in this country. 


For committed free traders, this statement will come as no 
surprise. They view free trade as itself a device for industrial 
restructuring to accommodate market forces. However, there are 
strings attached in this notion of market forces, which is one of 
conforming to the American economy. American policies on 
deregulation, taxation, anti-trust, financial and securities 
legislation increasingly would become the norms for our own 
economy only because of the awkwardness of running counter to them 
when economic activities are so closely integrated. 


Since our monetary policy, our interest rates and our 
capital markets are already closely integrated, the room that 
would remain for economic manoeuvre would be minimal. It is not 
clear what would be left of the economic prerogatives of a 
self-respecting nation state. 


Too many of these hidden costs have been obscured during the 
present wave of euphoria for a free trade treaty, but the 
difficulties are bound to hit home before long. When the maritime 
provinces begin to appreciate~that their governmental programs fdr 
the fishing industry are in jeopardy, 1 suspect that their 
enthusiasm for free trade will wane. When British Columbia sees 
that its system of softwood stumpage charges are on the line, the 
same thing will happen. What will Albertans say when they realize 
they must stop subsidizing their petrochemical industry with cheap 
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gas, or Manitobans when it becomes clear that agricultural 
marketing boards constitute a prohibited subsidy? 


Will the Consumers’ Association ot Canada be indifferent if 
generic drugs go by the board because we must fall in line with 
the American patent system? What is the response likely to be from 
some segments of the financial community and from the cultural 
community, the broadcasters and the publishers, when a free trade 
arrangement is made in these areas? 


We have just come through a cycle of free trade euphoria, 
but I suspect we are about to witness a round of sober second 
thought. The flight off the bandwagon will soon begin. I should 
indicate at this point that I believe the position of the Premier 
(Mr. Peterson) has been exemplary on tnis matter. He stood his 
ground against all the other provincial Premiers and against the 
federal government, and I believe that his position will be 
vindicated before long. 


It may turn out, however, that the only major catalyst in 
deflating the wave of American protectionism will be the American 
exchange rate, which has now begun to turn around. With a lower 
American dollar, American firms will be more competitive in their 
own market and the impetus behind the wave of protectionist bills 
before Congress will lapse. If by then we have not foolishly tied 
ourselves to a free trade treaty, perhaps we will be able to enjoy 
the fruits of the last round of the GATT negotiations and proceed 
with normal trade relations with our American neighbour. 


Mr. Chairman: Thank you very much. That sums up a lot. 
Are there any questions? 


Mr. McFadden: I have two or three questions, Professor 
Rotstein. We have had quite a number of witnesses, as you have 
probably read, economists, business people and labour unions, who 
have given us their theories on why economies grow and why they do 
not grow. One question I like to ask most witnesses is about the 
importance of trade to Canada and how you perceive Canada going in 
the future in terms of the way we will achieve economic growth. 


As you well know, at this time in excess of 30 per cent of 
Ontario's economy is based on exports and about 90 per cent of 
those exports are going to the United States. It is safe to say 
this committee has expressed concern about that overwhelming 
dependence. On the other hand, we have become, remain and likely 
will remain, dependent on exports for a lot of our economic growth 
and jobs and so on. 


Zeon is 


Could you comment in terms of world trade on how you see 
Ontario's position and what our alternatives are with regard to 
our trading patterns? Are we to diversify them or do you 
essentially believe we are likely to continue to be as dependent 
on the American market? 


Dr. Rotstein: Mr. McFadden, it is true that the most 
rapidly growing area of our exports, including Ontario's exports, 
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is the Pacific Rim. However, it is an overwhelming fact of life 
that our trade relations with the United States are the closest. 
It is a somewhat puzzling and disturbing question as to why they 
have increased to such an extent. I do not mean the volume of 
trade has increased, but it is the percentage of our trade from 
the US that has increased so quickly. 


It may be to some extent a sign of weakness in our economy 
that we are not modernizing and not being able to meet global 
competition outside the US at quite the rapid rate that we should. 
But I would be cautious about putting our dilemma as one of either 
continuing in our trading pattern with the US or doing something 
else. I think we definitely will have to continue. Any program of 
modernization and upgrading, while it should have an eye on 
Pacific Rim countries, must be based on the fact that the US will 
remain our major trading partner. 


The issue is simply what are the best tactics to deal with 
difficulties that arise in relation to the US. We have to frame 
the question in such a way that we explore alternatives in 
relation to the new difficulties that the Americans themselves 
have raised. 


I do not know whether this addresses your question directly, 
but it is fair to say that among America's major trading partners, 
we are the only ones in the game proposing a free trade treaty, 
and I underline the word "treaty.'' Japan is the United States' 
second largest trading partner; Mexico is the third largest 
trading partner; the European common market is a large trading 
partner, as well. None of these has raised the question ''Why do we 
not have a free trade treaty with the US?" I suspect the Americans 
would regard such a treaty with Japan as bizarre. I think they 
would regard it particularly as bizarre if Japan were 10 times the 
size of the US. Therefore, we have to ask why Canada alone is 
engaged in this unusual initiative for which there are no 
precedents other than the single case of a free trade treaty with 
the state of Israel, which is an exception in many ways. 


I hope this addresses your question. We have to sustain and 
develop the trading relationship with the US. It is unlikely, 
because of the inherent nature of what we are talking about, we 
shall be able to work out a free trade treaty. I suspect it may 
not be necessary and that we are going to lose a lot of time in 
the attempt to do so. 


Mr. McFadden: There has been talk about the importance 
of trade to our economy and whether that is going to change at 
all, “and whether expanding trade is not going to be necessary for 
our future economic growth. I take it from your remarks you are 
agreeing that trade, with somebody at least, would be necessary? 


DranRotstein: #Yes; 


= 


Fs 


Mr. McFadden: In the second area, we run into the same 
problem in this committee on the question of terminology. We have 
free trade, freer trade, enhanced trade, fair trade, level playing 
fields. Mr. Taylor here talks about "the ice rink being level." 
There have been a lot of terms. It is not even exactly clear what 
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the components of these talks will be if they do start, but are 
you against Canada initiating trade discussions or talks, not 
necessarily towards free trade per se or a comprehensive free 
trade agreement, but trade talks with the Americans to review 
irritants and opportunities for both sides? 


Dr. Rotstein: It is always a positive step to have some 
mechanism to deal with irritants and problems on both sides; if 
you see what other countries are doing, there are far more severe 
irritants with the European common market, in particular over the 
questions of European steel in the United States and American 
agricultural products in Europe. What are they doing? They are 
playing hardball. The Europeans are indicating that a radical 
American move to cut down, say, steel imports will be followed by 
an equivalent European move to cut down, say, American 
agricultural products. I am not giving precise tac eeiesOrie but 
examples. 


Mr. McFadden: We are facing similar problems. 


Dr. Rotstein: We are facing similar problems and we are 
rushing for an exemption. The vocabulary is important. The array 
of pleasant-sounding terms, such as enhanced trade, liberalized 
trade and comprehensive trade agreement, is a self-deluding smoke 
screen because there is only one substantive problem on the table. 
Through American legislation and through legal means, they have 
set up a network of nontariff barriers. The only way to get around 
legislation is through a treaty. If one wants to discuss the issue 
in real terms, one has to be precise. If the problem is nontariff 
barriers, the answer has to be a treaty that will override then, 
ifs thattisset“alis possible: 





Consequently, I find that the discussion about enhanced 
trade and a comprehensive trade agreement is really more romantic 
than realistic. It does not address the question, how are we going 
to avoid them lowering the boom on us with countervail and 
anti-dumping, which is the problem that is on the table? The 
answer is that if they were willing, it could be done through a 
treaty. 


My second point today is they are not willing. On the 
crucial issue of exempting Canada, the Americans have sdid they 
cannot do it. I should tell this committee that I have some 
sympathy with the Americans on that point because no national 
state can afford to relinquish the basic power to evaluate 
incoming goods, to restrict anti-dumping and to set quality and 
product standards. It would be difficult for them to give us an 
absolutely clear channel. 


Once the problem is set up in that way with their 
legislation and once the problem of a subsidy, which is what they 
are gunning for, is vague and undefined, all kinds of funny things 
are going to happen, partly as a result of political manoeuvring 
and partly as a result of new bills in Congress. We are asking for 
something that (a) they are unwilling to give, (b) they cannot 
give, and (c) we are never going to get. 


Mr. McFadden: Representatives from specific industries 
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have appeared here. We have had quite a mixed bag of reactions 
from people about this. We shall be going on for some months. Some 
industries have very epecilds concerns about protectionist moves 
in Congress. I guess the question is whether, in addition to a 
comprehensive agreement, specific industries or groups of 
industries might work out arrangements. They might not be 
comprehensive, but arrangements would be worked out. 


For instance, the Urban Transportation Development Corp. 
talked about an arrangement perhaps being worked out, given 
government procurement is done both ways, for some urban transit 
vehicles. Steel is concerned. They have a very good argument in 
that on balance the Americans do very well.in steel if you add in 
raw materials, finished goods and so on. 


Are you saying you do not believe that, effectively, 
anything profitable could come out of any trade talks? Do you 
think we should basically let the thing go on as it is and have 
general discussions from time to time with the Americans? Do you 
not think we could profitably enter into discussions on a range of 
issues? 


2:40 p.m. 


Mr. Rotstein: I am certainly not against having talks 
and I am not against removing irritants. I distinguish between 
discussions and negotiations. If one looks at the text our Prime 
Minister put forward in Ottawa, I believe the word was 
"negotiations." It has to do with steps towards working out some 
kind of treaty arrangement. I do not believe those are going to 
get anywhere and there are dangers in initiating such a course. It 
may be difficult to back off and you may have to give up what you 
had not intended. No reasonable person would be against finding 
ways to remove irritants. 


Mr: McFadden: One final question I have relates to the 
incentives offered by the United States. 


My impression in dealing with various American state 
jurisdictions, and their national government as well, is that 
their range of incentives for their industry in some states is 
broader than Ontario's by far. I notice you commented on what we 
did to the auto parts industry; however, if you compared the 
package of incentives an industry could get in New York state as 
against what it could get in Ontario, and that was the only basis 
on which somebody was locating, he probably would locate in the 
state of New York. They put together there tax incentives and a 
whole range of grants and everything else. Are you aware of any 
study or have you done a study yourself that would compare 
incentives, jurisdiction by jurisdiction, to weigh them? 


From our point of view in Ontario--and I am not talking 
about where the Department of Regional Industrial Expansion might 
apply; there might be some incentives--you can stack us up against 
any major industrial state in the United States and you will find 
that our incentive programs probably are less on balance in what 
anyone would define as incentives than any American state in 
grants, tax, subsidies and things of that nature. Are you aware of 
any study on that? 
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Dr. Rotstein: I am not aware of any study. It is a blind 
spot or at least a half-blind spot with Americans. Other countries 
have subsidies, certain inducements and administrative 
arrangements. It is not going to be easy to start negotiating 
different chips; one”’side’ or the otner. 


I should add there is an additional problem. American law 
does not formally recognize its own incentives as subsidies. Other 
countries have subsidies and that is what matters when you bring 
an injury case to an American trade tribunal. It would involve a 
change in the way they do things in their own trade tribunals to 
bring forward at the same time for weighing their own programs in 
the balance, particularly if they are state programs. 


“Mr. Cordiano: A supplementary: Would you agree on 
principle with the notion that it would be beneficial in economic 
terms if we could remove all the nontariff barriers and that kind 
of treaty or negotiation? 


Dr. Rotstein: If it were a free, one-way ride, the 
answer is yes. 


Mr. Cordiano: What do you mean, one-way ride? 


Dr. Rotstein: There is a price tag on removing these 
nontariff barriers and they have told us that they will remove 
them if they can get fair trade. That is to say, we are not going 
to ship them a lot of Canadian goods which they would regard as 
having been highly subsidized by the Canadian government, 
therefore, underselling American products. 


We do not know which range of programs will get into that 
net of programs that are underpriced Canadian products. I have 
referred to some of them. In a nutshell, we spend $4.5 billion in 
Canada on various kinds of industrial programs. The industrial and 
tegional development program of the federal government is alone 
$344 million. Each one of these things is now up for scrutiny as 
to whether, from the American point of view, it is an illegitimate 
subsidy. Therefore, the only sure-fire way to get in is if you 
pull the plug on all those programs and then there is MOE ELE they 
can shoot at. 


Mr. Cordiano: Is it not reasonable to think that we have 
something to shoot at on their side of the border? We have talked 
about subsidy. Indirect subsidy is the whole question of defence 
RHorege on their side, and all the spinoff benefits they get from 
that defence spending. 


Dr. Rotstein: That is right, but you are into a new kind 
of arithmetic that nobody has done before. It will be quite a 
question as to what it is possible to put into one country's 
balance as against another country's balance. And there is the 
problem I mentioned earlier. It is not-part of the American legal 
process to regard their subsidies and incentives as part of the 
argument. 


That was exactly what happened in the case of hogs. We 
subsidized hogs; they subsidized hogs. We got slapped with a 
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countervailing duty because our hogs were subsidized and their 
subsidies were irrelevant. That is the kind of problem. 


Mr. Cordiano: In a sense you ate saying that you do not 
have confidence in our ability to negotiate, to include these 
other items--what is going on as far as subsidies in their own 
country are concerned. 


Dr. Rotstein: The terms of reference of a such a 
negotiation would have to be expanded and would have to be 
accepted by the Americans as legitimate areas of negotiation. 


Mr. Cordiano: Most members of this committee would agree 
that if we are not talking about removing nontariff barriers on 


their side of the fence, then we are really not talking about 
anything. . 


Dr. Rotstein: I have quoted statements from the two key 
players, William Merkin, the Deputy Assistant US Trade 
Representative, who says, ''No dice," and US Trade Represntative 
Clayton Yeutter, who says, "It cannot be done." 


Mr. Chairman: You’ talk about the idea of an 
international tribunal being Utopian, and we have been playing 
around with the idea of having an international tribunal. But even 
if the US continued to keep its countervailing legislation, if we 
had an international tribunal to which matters could be referred 
before countervailing procedures, could that not have a strong 
influence on the judgements of their tribunals? 


Dr. Rotstein: We do have the experience of the General 
Agreement on Tariffs and Trade, which is an international 
tribunal. Cases are brought there, and it is fair to say that they 
do have an influence. However, it is a genuinely international 
tribunal. From the way in which Mr. Macdonald uses the term 
"international,'' he probably means that we have a team, they have 
a team and there may be a neutral chairman of some kind. 


The strength of the international tribunal in GATT is that 
we get other countries on our side from time to time on certain 
issues; or if the issue is particularly obstreperous, it is likely 
we will have support from various other countries, and that helps 
whatever moral leverage happens. A one-on-one is not so obvious, 
although it is called international. 


Mr. Chairman: So you are saying that any influence would 


be very marginal. 


Dr. Rotstein: It would be marginal in its influence. 
Second, I am sceptical that the Americans would allow serious 
legal precedents to be made by a tribunal that falls outside their 
own trade and legislative machinery. In other words, it is not 
clear how they can accept this as binding when they have a very 
clearly articulated trade process. 


Mr. McGuigan: Have they not done that with the 
automobile trade pact and the Israeli pact? 


E-12 


Dr. Rotstein: In regard to the automobile trade pact, I 
believe the US government has no legal position. I am not an 
expert on the pact, but I believe it is the Canadian government 
and the Big Three who are involved, and the US has taken a benign 
interest in it and support it. 


220 pels 


In regard to the Israeli agreement, the important thing to 
note is that despite negotiations with the Israelis--and the 
Israelis pressed for this--the Americans have never conceded the 
right to levy countervail and anti-dumping, so it is a free trade 
pact, subject to the basic right to levy countervail and 
anti-dumping. 


I believe the Trade and Tariff Act of 1984 applies in this 
case. The Israelis have undertaken to remove export subsidies, 
which they think of as a distinct class. But the Israeli economy 
is so riddled with subsidies backwards and forwards that it is not 
going to be easy to distinguish which are the export subsidies, 
which are the domestic subsidies and when the shoe begins to 
pinch. It is already beginning to pinch in one case. A chemcial 
plant in Ohio has suddenly been swamped by a competing chemical 
product from Israel. The congressman has been making noises about 
it. lt,dsvearly.inethesday + 


Mr. McGuigan: That will be a test case for the Israeli 
pact. 


Dr. Rotstein: It will be interesting. Both sides 
recognize and accept that American countervail and anti-dumping 
legislation is not suspended in the Israeli pact. It is clearcut 
that it applies. 


Mr. Morin-Strom: Why do you think Canada and the United 
States always seem to be at cross purposes with trade objectives? 
When they become protectionist, why do we want to be free traders? 


Can you give us a little background or feeling why that has gone 
on historically? 


Mr.° Taylor :71s,thatsamcorrects assumption! 


Dr. Rotstein: A couple of papers were written for the 
Macdonald commission that argued there was a kind of 
counter-cyclical procedure. When they get protectionist, we veer 
towards free trade, and when they want free trade, we veer towards 
protectionism. It has something to do with whether economic times 
are good or bad. 


I do not know whether that cycle fits perfectly. There is 
something in it. I would prefer to describe it as our being out of 
sync when the interest and the pressure come. I also add that we 
should not exaggerate the interest or the importance for the 
United States of a free trade treaty with Canada. For us it is the 
number one issue and it will be the crucial decision in regard to 
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how we orient our economy. The Americans are in a 
take-it-or-leave-it mood. 


I should not exaggerate that point. It would be useful for 
them politically in dealing with a very angry and protectionist 
Congress to be able to say: "Cool it. We can work out a free trade 
agreement with Canada. Hold it on those 300 protectionist bills." 
That would be a useful bargaining chit. It is not so very 
different from what they did when there was pressure to do 
something about South Africa. They said, "We will stop the import 
of krugerrands.' It was a token political gesture to stem 
something that might have been worse. 


There are no serious matters at stake for them if they do 
not succeed in achieving a free trade treaty with Canada, 
particularly since we have never made belligerent noises about 
countervail and doing the tit-for-tat sort of thing the Europeans 
have done. I hope that addresses your question. 


Mr. Morin-Strom: Perhaps we could go on to the question 
of the status quo. One of the arguments we have-heard from most of 
those who are strong advocates of free trade is that the status 
quo'is no longer an option, that protectionism is running rampant 
in the United States and that the consequences are going to be 
devastating if we do not get some type of trade agreement. 


You have said that despite our best efforts, you do not 
think we will get one even if we want one. There also are many who 
do not want one. Under the assumption we do not get a trade deal, 
what do you think will happen based on the protectionist mood in 
the United States? What would we be in for under the status quo 
option? 


Dr. Rotstein: 1 should advise this committee, if I have 
not already implied it, that my views are rather atypical of the 
economics profession. That might make them more or less credible 
with this committee. I leave that to its judgement. 


Many economists who argue the idea that we cannot stay with 
the status quo have in mind an implicit assumption that a free 
trade treaty is going to achieve two different objectives. The 
first is that it will enhance and ensure our trade. The second is 
that it is going to be an indirect way of overhauling the 
economy. As William Diebold said recently in a study for the 
Macdonald commission, what the discussion of free trade is really 
about is industrial policy in the two countries. 


What the free traders are trying to do, in my language, is 
to shoot at two targets with one gun, trade and industrial policy. 
They will assume, therefore, that if you do not get the trade 
treaty, you are not going to have an industrial policy, or if you 
try to have one you will probably screw it up because there will 
be all sorts of mistakes picking winners and losers and so on. On 
the assumption that if you do not get a free trade treaty and do 
nothing, we cannot maintain the status quo if they are correct. 


What I tried to suggest to this committee was that we should 
not do nothing. There are precedents in Ontario, and I cited one 
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of them, the automobile investment fund, that 1! thought was off to 
an excellent start and was an example of what could be done in 
other industries to encourage upgrading, modernization, retraining 
and all the things that need doing. 


For the free traders, it is either free trade cum industrial 
policy on one side, or nothing on the other. For the rest of us 
who see the importance of maintaining trade with the United States 
in a realistic way, it must be accompanied in my view by some 
program to modernize and upgrade Ontario industry. We also have to 
address the problem of the auto pact, which is our most serious 
industrial difficulty and a very complex issue. Finally, we have 
to make some kind of cool bet on what is going to happen. 


I think the free trade movement is a result of panic that is 
underpinned by one item, the high American dollar. It already has 
turned around by 6.4 per cent since the agreement among the five 
finance ministers. If you stop and think, if it goes down further, 
one could say in colloquial language that the heat is off. The 
impetus for the protectionist bills will subside, the Americans 
will not be priced out of their own market, it is likely the 
political pressures will ease and we will be able to move forward 
in the very progressive way we have been doing, trading in the 
American market. 


However, I argue that the problem of an industrial policy is 
a separate one and has to be tackled deliberately. Therefore, I am 
not for keeping the status quo; I am for improving it, but with a 
proper program. 


Mr. Morin-Strom: We have the two sides. We have the 
trade scare because of protectionism and the need for an 
industrial strategy, which many in the business community do not 
want and do not believe we need. 


Are you suspicious of any of the business community's 
motives in this debate, particularly on the issue of economic 
nationalism? Do you think the business community is concerned 
about economic nationalism in Canada, about our ability to 
maintain a distinctive Canadian way of life, particularly in the 
economic realm, or do you think many of them would prefer to have 
pressure on the Canadian government that would lead it to move 
towards the same economic rules, certainly in areas such as 
taxation, as those to which American firms are subject? 


Mr. Ferraro: The closet Americans. 


Mr. Taylor: You should define "distinctive Canadian way | 
of life’ when you are answering that and should indicate whether 
it is sort of a semi-permanent condition or a vibrant, changing 
one. 


Dr. Rotstein: There are at least half a dozen good 
questions there. 


Mr. Brandt: Choose the ones with which you feel most 
comfortable. 
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Dr. Rotstein: The problem with professors you may not 
appreciate is that it does not matter what question you ask. They 
have prepared answers and they are going to use then. 


Interjection: Just like politicians. 

Mr.eehayLors@P oli ti cidn's?'do? thats Sto02 

Dr. Kotsitein alk di da not *knowrt hate 

Mr. Taylor: Politicians are more optimistic than you are. 
Dep. is 


Dr. Rotstein: I would begin by distinguishing between 
the spokesmen for the Canadian business community and the Canadian 
business community. There is reason to believe that the unanimous 
statements of support for what they have called a trade 
enhancement program, or more currently free trade, does not have 
the full support of the business community.*Some of you may have 
noticed a little clipping in the newspaper about three days ago 
that a survey of Canadian businesses has discovered only 25 per 
cent actively in favour of a free trade arrangement with the 
United States. 


However, it is true that the Canadian Chamber of Commerce, 
the Canadian Manufacturers’ Association and the Business Council 
on National Issues speak with a fairly uniform voice and 
presumably they have some support on that basis. Much of the 
bandwagon that has arisen in the past few years is, as I 
suggested, a result of panic, a fear of being locked out and a 
hope of moving in quickly before the curtain comes down on this. 
The panic is exaggerated. The objective is not easily reachable in 
that case. That is the first point. 


The second point has to do with what is likely to happen as 
a result. A lot of people will tell you that it will be the end of 
Canadian sovereignty. I am not going to say that because the term 
"sovereignty" is a rather vague and loose term. I am prepared to 
point to concrete areas where our decision-making powers would 
either be compromised or eliminated, and that is an important 
concern. 


There are overt and hidden strings that come from a free 
trade treaty, apart from the fact that we will have to hoist many 
of our industrial programs. I suggest that it will be difficult to 
buck American anti-trust legislation and the whole regulatory 
deregulation movement. We are already locked into American 
monetary policy and interest rates. 


One point I did not raise is that you cannot have a free 
trade treaty without an agreement on the value of the Canadian 
dollar because it is possible under such an arrangement for one 
country, namely Canada, to make a sudden devaluation of its 
currency. That would potentially give an enormous trade advantage 
to its products in the American market. The Americans would be 
foolish not to have some understanding about the constraints and 
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limits on our exchange rate policy. We in turn might have to pay 
the price if we went that route. 


If you add up all tuose constraints-- 


Mr. Taylor: Excuse me. That very point has been 
concerning me for quite a while, not just today. Can you enlarge 
on that a little as to what options might be available with 
respect to an drrangement? Would you arrive at a fixed rate of 
exchange? How would you handle that mechanically? 


Dr. Rotstein: Do you mean what the terms might be if 
both sides agreed to an exchange rate po hacia under a free trade 
treaty? 


Mr. Taylor: Yes. You are saying there would have to be 
some arrangement with respect to the exchange rate. Assuming that, 
by your observations, what would the terms be? 


Dr. Rotstein: The usual way it is done these days is to 
have a band, a lower limit and an upper limit, within which to 
operate. The lower limit would be of concern to the Americans. We 
would have to give assurances--and this is speculative because we 
do not know how these discussions will go--that we would not drop 
below such and such a level because that would give an added 
advantage to our goods in the American market. Whatever it is, and 
it is very hard to predict, my point is that we would be tying our 
hands on that question. 


Typically, economists will tell you that if you have a 
freely floating exchange rate, there is no problem. The market 
decides. However, that has a touch of Alice in Wonderland to it, 
because everybody knows that Mr. Bouey has been doing a lot to 
keep the Canadian exchange rate at a certain level, in my view in 
a misguided fashion. The five ministers of finance met 10 days ago 
and decided on a lower American dollar. The idea that the free 
market will look after it and it is not a problem is highly 
unrealistic in this case. In other words, exchange rates are not 
completely the result of governmental decisions, but governmental 
decisions have an important effect. My concern is that we will tie 
our hands with one more knot. 


Mr. Taylor: A point was raised in answer to you. The 
high American dollar is probably fundamentally tied in with the 
massive American budgetary deficit. If we get into something such 
as that, are we determining externally what our budgetary deficit 
should be or what theirs should be? I wonder how far you carry 


this along. This also ties into the question you were responding 
to in regard to sovereignty. 


. Dr. Rotstein: I accept the import of that question, 

which is that sovereignty is a rather vague term that comes down 
to what powers you have to make decisions. My general perspective 
is this: We are in for all kinds of trouble in the industrial 
sphere in the next decade because manufacturing plants are moving 
offshore to southeast Asia. The fact is our automobile industry 
does not have a secure future. 
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We have to have various techniques available to deal with 


pressures coming out-of slefit.field,.<so.to.speak. One.is,tosdrop 


our exchange rate, which we may have to do under various 
pressures. We may have to do it if we become increasingly less 


competitive. We may then have to offer our goods at a lower price 
to sustain employment in certain areas. We may have to do it 
because of problems with our interest rate, our money supply and 
| various other things. 


I an only going as far as to say that with so many 


uncertainties in the field in terms of industrial attrition, 


departure of manufacturing companies to southeast Asia and the 


various kinds of quotas we are trying to keep in place, we have to 
_ keep our options open. We do not know how the scenario will work. 


In my view a free trade treaty will necessarily close that option 


to some degree. 


Mr. Taylor: if you want to keep open the option of not 
having to get into fixed rates of exchange, would not the 
maintenance of countervail and anti-dumping be a partial response 
or solution? 


Dr. Rotstein: Do you mean on our side? 


Mr .«selaNelLOr auues.. 


Dr. Rotstein: It could be. We have been more partial to 
quotas, to trying to have an arrangement with regard to textiles 
and, to some extent, Japanese automobiles. The second thing we 
have been trying to do with less success, which is very important, 
is to get people to build plants here rather than ship in; that 
is, production quotas as well as import quotas. They are a short- 
to medium-term device. We have been reluctant although we have 
legislation; I think we use some, but I do not know the details. 


We have anti-dumping legislation in cases where injury can be 
demonstrated and where we can show the goods are being sold at 


less than they are back in the home country. However, it has not 
been a major device with us. 


Mr. Ferraro: Professor, since June I have been in a 
cloud and the cloud is getting thicker and thicker over this whole 
thing. I am going to make some general comments and then I would 
like your impressions. 


You touched before on the idea of an industrial strategy. 
First, perhaps you can indicate to me whether Canada has ever had 
one. Second, could we have one based on our distinction of powers? 
The provinces have more authority and can actually buck a treaty 
as opposed to the United States system where individual states 
have to abide by a federal treaty. 


SAO eam 


It is ironic to some degree to look at the federal 
initiatives. They want negotiations on free trade with the US when 
we do not even have free trade within our own country. I bring the 
two together for the simple reason that if we have problems as a 
nation, how the hell can we ever have a unified strategy? 
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Dr. Rotstein: Your point is well taken. I can only make 
some subsidiary comments that underline to some extent what you 
have been saying. The term itself may be a little misleading. 
Tuere may be no single grand plan called an industrial strategy 
that anybody could muster which could be effective if there were 
no problems in federal-provincial relations or which was 
sufficiently prophetic to see into the future. 


Mr. Ferraro: We could never be Japan. 
De. ROCSte in: = ina tek 1ndsOre cline se anorle repr Ou mele 


On the other hand, there are lots of things we should be 
doing for ourselves. The way this country works, if there is a 
yacuum at the federal level it is filled at the provincial level. 
Provincial governments have been trying different things, not 
always successfully. As I pointed out, I thought the automotive 
parts investment fund was a good model that could be followed by 
other industries in Ontario. Since Ontario is the heart of our 
manufacturing capacity, it has a responsibility to pursue such 
programs. 


Another component of industrial strategy, and a totally 
different problem, is government purchasing in this country. At 
all three levels of government it is estimated we deploy something 
like $60 billion. A lot could be done if we put our minds to it to 
focus that purchasing program to foster industries that we might 
do well at and that could grow, if we co-ordinated it and 
succeeded in breaking through provincial barriers. 


It should also be noted that one of the key items on the 
agenda for the Americans in the free trade talks is the 
elimination of any preferences for Canadian firms in the 
expectation, of course, that they would eliminate preferences on 
their side. That has to be carefully considered. In the meantime, 
the question of using our government purchasing programs in a more 
focused and directed way to build up our industry would be a very 
important thing we could do. 


The final point I would like to make is not in the context 
of the free trade idea. I do not think in that direction because I 
do not think it is very feasible. If you look at the numbers, we 
are ane most import-prone country of any industrial country in the 
world. ’ 


Mr Ferraro: Nexe’ co, Sauda Arabia 


Mrua McGuizan:” Exports: "too. 


Dr. Rotstein: No, J “think export fveures "are a litte 
different. 


Mr. Ferraro: I* am thinking ‘or Ontario Yand"Saudi Arabaa- 


Dr. Rotstein: The imports typically tend to be in the 
medium-tech and high-tech sectors. We have to do some thinking 
about that. It seems to me there could be programs to take better 
advantage of our own market for some of those items and to do some 
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import replacement. We cannot do it for everything across the 
board. That would be futile. We could, however, target certain 
areas where we could build up industries, engage in some import 
replacement and at least get a better balance. 


I am not talking about closing off the country; that would 
be ridiculous. I am talking about the fact that we are out of 
balance in the extent to which we import manufactured and 
high-tech goods in this country. You all probably have the figures. 


Mr. Ferraro: This one is really bothering me. As to your 
comments on the automotive parts investment fund, it has been very 
successful and 1 can see that going on provincially. Are you 
suggesting we could do something nationally? Is it not really a 
pipedream to suggest that we are going to get Quebec to change its 
mind about its nontariff barriers or that the breweries are going 
to have freedom to distribute without having plants in the 
provinces? Logically, can we ever have free trade in Canada? 


“ Dr. Rotstein: It would be a brave man who would predict 
it, but the universal chorus of assent that the provincial 
Premiers have given to the idea of a free trade arrangement with 
the United States is premised on the fact--I do not know whether 
they fully realize it--that they are going to wash out all those 
things. The way they are going to wash them out is to make 
American companies equal with their own local companies when it 
comes, say, to government purchasing or any of the other things. 


Whether they appreciate it or not, they have assented in 
principle to creating not simply a common market in Canada but a 
common market in North America. If we came back to them and said, 
"All right, we are only asking you to go half way, let us have a 
common market in Canada,’' we may have to prove to them that this 
is not all for the benefit of Ontario and show how this would work 
out and perhaps work out some arrangements with them. 


The issue is on the agenda and I think they would begin to 
appreciate this. That is about as much as I can say. 


Mr. Mackenzie: To go back to a question first asked by 
my colleague that you got into quite a bit, two or three of the 
key arguments we get from the people supporting free trade talks 
is that we cannot retain the status quo otherwise, as was 
mentioned. Then we usually get thrown at us, "What is wrong with 
at least talking about the issue to decide the parameters if we 
cannot enter right into the talks?"' What is your response to that? 


They are suggesting that maybe we can sit down and negotiate 
on certain sectors. I suspect the answer is in the two quotes you 
read to us. I wonder if you have anything further to say about 
sittingedown?) toptalks yw to¥do™ nothing more, as a start, than set 
the parameters. 


Dr. Rotstein: It is hard to visualize the nature of the 
table around which these discussions should take place. Let me 
answer your question indirectly. What is going on now in this 
country is the largest, ongoing floating educational seminar we 
have ever had. We are all discovering things about this country 
that we did not know were going on. 
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Who knew the details of stumpage charges until it became an 
issue with the United States? Or the details of the fishing 
support programs in the Maritimes? We are going to discover these 
things increasingly. There would be benefits, not in negotiations, 
but in some discussion with the Americans if we were kept party to 
it. We would learn clearly and explicitly what we are doing and 
how they view it, and what they are doing and how we view that. 


I may be wrong but I think we would establish at least 
whether there is anything in what I say, that there are no basic 
possibilities of agreement on the issues that matter to both 
sides. They are not prepared to give us a way through, an 
exemption, on their countervail and anti-dumping and we have 
reservations on cultural industries and perhaps on a number of 
other things we have mentioned, such as agricultural marketing 
boards, which they could not possibly accept under this 
arrangement. It would clear the air. 


Mr. Mackenzie: In your opinion, could that be done in 
the context of discussions, not negotiations, that would try to 
deal with the irritants that could develop in our trading 
relationship? Could we look at the specific irritants as they 
arose and see whether there would be some better form of 
arbitration to deal with them? 


Dr. Rotstein: It is very hard to disagree with that kind 
of sentiment and mood, but there are two ways to deal with 
irritants, to get down to cases. One way is to get a legal 
exemption. The other way is to go the Japanese route, which is to 
build the most complex and effective lobby system in Washington 
that has ever been seen. 


3:20 tpamt 


For example, the Japanese have hired virtually every 
graduate of the Office of the United States Trade Representative 
and put these graduates on their payroll. They have visible 
lobbies and their own subsidiaries in the United States which 
lobby as American companies over and above that. Estimates of what 
they spend are a bit vague, but one estimate places the amount at 
about 10 times what we spend on influencing opinion, getting 
allies and working with different groups in the US. 


Most of you know what this strategy is about. For example, 
if the issue is softwood lumber and the American lumber interests 
are out for blood, then you get the American consumer associations 
who want cheap lumber on your side. You have to orchestrate that. 
We have just got into this game. This is what Mr. Gotlieb has been 
doing. It*°is ‘called pubic Giptomacy; "in" contrast “to the “earkier 
private diplomacy. I do not know how else you deal with irritants. 


There is the third area where there is a little 
administrative leeway in between the legal pressures the US 
government can exercise, but it is a limited thing. I would get 
down to it “iedo not think thes kinds “ofMtrritants thaticone! up 
lend themselves to everybody being nice guys: If we are nice to 
them and they are nice to us, they will brush the irritants aside. 
There is a whole legal apparatus the lobby groups are mobilizing 
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in place and you have.to decide that you are going to work it 
either legally or politically. 


Mr. Mackenzie: If we did take that approach, you are 
telling us--and this is also one of the defences used by the 
Opponents of such an approach--it is going to cost us both time 
and effort. 


Dr. Rotstein: Pay now or pay later is the answer, is it 
not? 


Mr. Mackenzie: I know. 


Mr. Chairman: To what extent do you endorse that? You 
ave say ing, diveis scostlyw but tit, 1s) an. option. 


Dr. Rotstein: I endorse it absolutely. It has been a 
proved phenomenon through the Japanese and, to some extent, the 
Europeans, the French and the English. There are really 
sophisticated lobbies, and it pays. We should do more-of that. I 
am not suggesting that Ontario as a province could take the 
initiative. 


Mr. Chairman: Why not? 


Dr. Rotstein: There is a diplomatic protocol involved, 
but if you think you can, God bless. 


Mr. Mackenzie: I have another question. One of the other 
reasons constantly given for the argument that we have to enter 
into these comprehensive or otherwise, free or freer or 
liberalized trade talks is simply that international 
competitiveness requires it. I wonder if you would give us your 
answer to that argument. ‘ 





Dr. Rotstein: I am afraid 1 will have to repeat myself. 
It is the argument that I call two targets with one gun, that is 
to say, they are trying to upgrade the industrial structure in 
this province through the use of a free trade arrangement and, we 
have to add, at the expense of eliminating the role of government 
aes entirely. That would be a subsidy and not a level playing 
ield. 


I question whether it can be done that way. 1 agree with the 
competitiveness problem and I agree with the upgrading of 
productivity problems. However, it is Utopian unless we have some 
programs. I do not mean government can run them and I do not mean 
the government can pick winners. Government should ask winners to 
pick themselves and step forward with upgrading programs; then it 
should scrutinize them in a very hard-nosed way and, where they 
seem to work, put some money into them. 


Mr. Mackenzie: It is almost essential that we develop 
some industrial strategy, or whatever you want to call it. 


Dr. Rotstein: Absolutely. That is a basic premise we 
will have to follow regardless of what materializes. 


Mr. Mackenzie: I would like to get your reaction to a 
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final point. Yesterday Dr. Neufeld of the Royal Bank of Canada 
called the auto pact a form of free trade arrangement. He is only 
the second person I had ever heard call it that, and it has not 
been my observation. What is your observation of the auto pact? 


Dr. Rotstein: It is an extraordinarily misleading 
statement to call the auto pact a form of free trade arrangement. 
Any free trader worth his salt knows that when the doctrine was 
first conceived and as it was subsequently used, it could not 
build in a guarantee on employment and production. That is the 
meaning of free trade. 


With regard to its present relevance, the Americans have 
said on a number of occasions that the auto pact will not be 
repeated. It was said at a conference on this question I attended 
in Detroit at the weekend. Why? Because there can never 
be--'"'never'' is too big a word--there cannot be a re-creation or a 
repetition of either production guarantees or SO dane 
guarantees. 


So it is not a model of anything but rather a one-time 
event, and certainly not an argument in favour of free trade. Free 
trade has nothing to do with that kind of arrangement, and I am 
surprised, frankly, that is the way the issue was put. I will not 
Say more. 


Mr. Morin-Strom: Is that not just another example of the 
Americans taking an item off the table into preconditions? To a 
lot of Canadians the auto pact is viewed in the context of fair 
trade as a perfectly legitimate type of managing of trade that 
ensures that benefits are fairly distributed. 


Dr. Rotstein: We should be fair to both sides. The 
Americans have said: "We will not go that route. We will not 
repeat that kind of arrangement." Mr. Clark has said, "We will not 
put it on the table for negotiation." 


Mr. Morin-Strom: So we have already given up on that one. 


Dr. Rotstein: Probably they mean the same thing, that if 
it were put on the table, it might be dismantled. At least it will 
not be repeated. 


Mr. Chairman: I have four more questioners and I would 
like to wind up close to four o'clock. We will be going extra long 
today because we have another witness. 


Mr. Taylor: I will be brief. As a matter of fact, most 
of my questions were partly responded to in questioning by some of 
the other members. I was particularly interested in the questions 
of Mr. Mackenzie and Mr. Morin-Strom, because I was trying to get 
some sense of the nature of your minority report when the 
COmm1i Ct eee TEPOT USA 


Mr. McGuigan: Kind of slow, are you not, Jim? 


Mr. Brandt: Slow he is not. Many things he might be, but 
not slow. 
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Mem Taylonimloueo vback. tosthestitlesof+yourspapers Free 
Trade Versus Industrial Policy, in some of the questioning over 
here you indicated a couple of matters that might be included in 
an industrial policy. I read the title of your paper, and it was 
more what you did not say than what you did say that concerned me. 
I was wondering whether you had not a grand design but some sense 
of some cornerstones or key policies that might be put into play. 


Dr. Rotstein: I have mentioned a few. I hope it does not 
sound too immodest if I refer to a book 1 published about a year 
ago called Rebuilding from Within, which reviews some of the 
possible techniques we can follow. The main point I try to make in 
the book is that there is no one grand design and there are too 
many risks and uncertainties to bet everything on one game plan. 


I thought, therefore, we should split our risks and have, 
following the analogy of the financial community, a portfolio of 
industrial policies in which the risks are balanced in different 
ways. Within this context I thought that, while it might look 
contradictory, I would go for targeted import replacement at the 
same time as I would go for trade expansion through upgrading, 
competitiveness and productivity. 


The basic thing I hit on, I discovered, had been stolen by 
the Ontario government before I had even thought of it. That was 
the notion of matching dollar for dollar in an upgrading program 
by some of these manufacturing concerns. I understand there is a 
further wrinkle that is very useful, which is that some of these 
loans would be forgivable if the companies involved paid the 
retraining expenses. You would then forgive the loans to the 
extent of those expenses, so you would finance the retraining that 
goes with it. 


Mr. Taylor: Which is really a part of the Ontario 
program, is it not? 


Dr. Rotstein: That is right. I do not know whether that 
has actually been put into place, but it is intended. 


inter) cetionss Eeghbacmbeens 


Dr. Rotstein: It has been put into ee yes, and I 
think it is a very useful part. 


DLS08p. ins 


Mr. Taylor: Incidentally, I might perceive that as one 
of the adjustment mechanisms that could be considered in the 
Macdonald report sense of adjustments that would have to be made, 
and that involves government participation surely and retraining. 


Dr. wRotsteinwelhbat siserichte siheslAAP the training and 
adjustment program, I think is the sort of thing that was 
envisioned, and I was delighted to see it in place. I do not know 
if it is actually working, but I am told it is being implemented. 
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Mr. Brandt: You are talking about the total program 
under the auto parts investment fund? 


Dr..e Rotsteine Yes 


Mr. Brandt: You mentioned that. I think something in 
excess of $20 million of a $30-million fund has actually already 
been put in place. But the retraining aspect of it is in place in 
the H.E. Vannatter firm from Wallaceburg that you identified. 
They do have that as part of their components. There is a 
forgiveable portion of the loan which is returned to the industry 
in question if they agree to upgrade or retrain employees who are 
with the plant now in order to ease them into the adjustment 
period. That is in place. 


Dr. Rotstein: Good. Thank you very much. I am delighted 
to, learnt ies tors ays act. 


I paid some attention in that study to monetary policy. lI 
think, more than anything else, there is virtually one single 
factor--we have suffered from overly high interest rates. Even 
today, even though interest rates seem to have come down, what we 
call real interest rates, the net rate of inflation and actual 
interest rates is very high. They are far too high. 


This is not a program I can direct to the government of 
Ontario, but I certainly think it would put on a little pressure 
to bring interest rates down some more. I think that would be an 
important incentive, an important prerequisite to getting 
investment spending going again, because it still costs too much 
to borrow from the banks. If we could get the interest rates down, 
it might be an additional incentive. ; 


Mr. Taylor: What you are saying is that the spread is 
too large. 


Dr. Rotstein: Yes. What we call real interest rates are 
as high as they have ever been. 


Mr. Taylor: Maybe they are trying to cover off some of 
the bad foreign loans. 


Dr. Rotstein: The "they" in this case are not the 
private banks. The "they" in this case is the central bank. 


Mr.u laylor:,Thatsise the hard) 
Dr. -Rotstein= tes: 


Mr. Taylor: You mentioned import replacement. You 
mentioned the type of program and the automotive industry for 
upgrading, retraining, etc., and you mentioned interest rates. 
Were there any others? 


Dr. Rotstein: I think we have to look at the question of 
production quotas. We do not have many cards to play in this game 
of industrial poker which is going on, but one of the few we have 
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is access to our rich market. We have tried and been partly 
successful--not enough I think, say, with the Japanese and the 
question of building an auto plant here. I think we have to turn 
the screws much harder than we have and go along the general line, 
although it would have to be applied carefully in practice. If you 
are going to sell here, you have to produce some of the stuff 
here, that kind of thing. I think we are in a very weak position 
in ee to future employment, both in Ontario and in the country 
as well. - 


Mr. Taylor: That would be selective based on certain 
sectors or industries and countries? 


Dr. Rotstein: Yes. I think the message should go out 
that this is what our policy is before people move to Malaysia and 
Singapore, because it will be very hard to get them back. Mainly 
if they do pick up and ship out to produce in southeast Asia, they 
may have some trouble selling the stuff back here. 


Mr. Taylor: I sensed during your presentation and 
responding to questions that you were suffering from some 
despondency in regard to the shift from North America of this 
massed-produced standardized type of commodity. It is simple to 
transfer the technology and automation. I am thinking of maybe 


even Toffler, Naisbitt, Wright and some of these people, and 


presumably you give some credit to that. 


Dr. Rotstein: That is right. I do that partly because we 
do not have the capacity to shift into the new ball game, which is 
the high-tech industries. If you examine Canada's high-tech 
expenditures for research and development, they are notoriously 
low. Therefore, we have to hang on harder to the smokestacks, as 
they call it, then others might until--and this is the final plank 
of the kind of industrial approach I would take--we manage to beef 
up our research and development, not through fake tax exemption 
programs such as we have had, but in genuine ways to get into this 
game because it is the key to new products and modernization. 


Mr. Taylor: I gather you are positive, in that you feel 
we would be able to compete in the smokestack industries if we 
could upgrade, modernize or whatever is necessary to get the 
state-of-the-art production mechanisms. 


Dr. Rotstein: I think we would have a very substantial 
niche, but we have to move quickly. Ultimately, the payoff in 
research and development is not in that fancy, rarified atmosphere 
called high tech. The way you apply the high tech to the 
smokestack industries and upgrade is the important point. 


Mroglaylor: Iam dooking at it globally because with all 
this, of course, there has been a worldwide rationalization that 
has been going on regardless of our bilateral talks or responding 
to particular moves on the part of the United States which are 
protectionist in nature. This change is taking place anyway, which 


we see shaking out in the larger industries. You have less 


employment there and more in small industries. We heard that as 
recently as this morning. 
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There is a view that the economic centre of gravity, so to 
speak, is shifting from New York to Tokyo. Do you see that type of 
shift taking place? 


Dr. Rotstein: I’ wish I had the right: crystal ball, but I 
think At fs “atvery distinct’ possibivity .“'b ‘recat LeeslLaccoca 
saying, probably less than three weeks ago when he visited 
Windsor, "We have lost the trade war with Japan," speaking in 
reference to the United States. 


TI do not want to decide as between one and the other, but I 
cannot veer much more widely than sort of 60-40 one way or the 
other as to whether the United States or Japan will win this one. 
I think it is distinctly possible Japan will. Whether it does or 
not, the movement is on toward the low-rates countries. 


Mr. ‘Chairman: a= wonder, Mr. taylor, “11, you COudd "nOLd 
your next suplementary, and also Mr. Cordiano. Unfortunately, our 
next witness apparently has to catch a plane and be at the Royal 
York at 4:10 p.m. I am wondering if we could hear from him for 
maybe 15 minutes. Pardon my interruption, professor, but if you 
could wait, I know we want to continue questioning you, if that is 
possible. © 


Dr. Rotstein: I would be delighted. I have a free 
afternoon for this committee. If you will forgive me, 1 will step 
out and come back in 15 minutes. 


Mr. Chairman: Thank you. 


Mr. Brandt: There is no free lunch, but you can have 
free coffee. ; 


Mr. Chairman: It is important we hear, even if albeit 
briefly, and I hope we hear much more extensively from some 
industries that are culturally oriented, if you like, because we 
have not emphasized this to a great degree prior to our interim 
report. I hope we will eventually. William Stevens, Jr., chief 
executive officer of Crawley Films Ltd., has a brief oral 
presentation he wishes to make and perhaps he can entertain a few 
questions. I appreciate your waiting this long, sir, and I 
understand you thought you would be on sooner this afternoon. 


CRAWLEY FILMS LTD. 


Mr. Stevens: Thank you for inviting Crawley Films “to 
discuss the impact of our industry on free trade with the United 
States. I hope, incidentally, you will not be disappointed in the 
brevity of my presentation. The statement is a relatively simple 
one. 


on 4 ORip. mi 


First, I would like to establish our credentials. Crawley's 
is 46 years old, and I think has four distinctive attributes which 
perhaps better qualify it for this presentation than any of its 
peers or competitors. We have completed film assignments in more 


~ 
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than 30 countries covering five continents around the world. More 
than 150 films have been for US clients. We have a long history of 
and are currently exporting our product to many countries around 
the world where it appears on television and in movie theatres. 


We have received nearly 300 awards at film festivals and 
competitions on every continent. Of these, 75 awards have come 
from the United States and 60 from abroad, from Edinburgh, 
Brussels, Venice, London, Rome, Milan, Berlin, Paris, Salzburg, 
Barcelona, Cannes, Stockholm, Buenos Aires, Sydney, Melbourne, 
Versailles, Geneva, etc. In particular from the United States, we 
have received personal citations from the controller general of 
the US army for a series of award-winning management films, the 
coveted Golden Eagle in the US educational category, and the only 


Oscar from Hollywood ever awarded to a Canadian theatrical 
feature-length film. 


Finally, with more than 1/0 employees, we are the largest 


film and animation production organization in the private sector 
in Canada. 


To come to the point, with our experience we are convinced 
that a bilateral trade agreement that includes our sector would be 
a liability. We believe film and video producers in Canada can be 
protected under the umbrella of cultural sovereignty and therefore 
we will not hinder those industries that feel free trade would be 
to their advantage. But we do feel the support of Ontario is 
essential in the defence of cultural sovereignty. 


Let me tell you some of the problems facing the film and 
video production industry under a bilateral trade agreement. 


1. US lobby groups in our industry are very powerful and 
will protect their industry regardless of an overriding trade 
agreement. 


2. With their larger market base and long history of 
economic development, our US competitors are much stronger and 
could easily set up branch plants in Ontario that we could not 
compete with. 


3. Conversely, Ontario producers do not have the financial 
Support or infrastructure in place required to set up branch 
offices in the US. 


4. Finally, the Canadian market is less than one tenth the 
size of the US. Therefore, US-produced goods are dumped in Canada. 


As an example; the Dallas television show and most of the 
prime time television shows that we broadcast in Canada that are 
American fall into the same category and cost approximately §1 
million to produce. The price to the US television broadcasters is 
approximately $1 million. 


Mr eBEandts als sthat per vepisode: 


Mr. Stevens: Per episode. 
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Mr. Taylor: Does that have a cultural impact on us? 


Mr. Stevens: I do not think there are tremendous 
similarities between the state of Texas and the province of 
Ontario. .Thatsiniitseliite 4 bit) ofmaynesativesimpacelculGueatly. 


Mr. Taylor: You are in the business of undermining a 
country s culture then. 


Mr. Stevens: No. I am not a broadcaster. I am a producer. 
Mravlaylor yas eyourse! lt =your film 
Mr. Stevens: I would sell my film. 


Mr. Taylor: That impacts then on the other country and 
transfers some of our culture presumably to them. 


MraiéSthevens whi tl “could sjust “sintsh {this qonebpoine;stne 
ptice to Canadian TV for the same product would be far less than 
$200,000. I am using this as an example of American dumping into 
Canada. When I produce a product of a similar nature in Canada, I 
have to rely entirely on the American market to finance such a 
venture. That is the quandary we are faced with. 


Mr. Ferraro: Would you repeat that, please? 

Mr. Stevens: If I produce a product of a similar nature 
which I wish to sell to the world or particularly to Canada--in 
other words, something of a Canadian cultural content--I have to 
sell it to the United States just to justify the cost. 

Mr. Taylor: It needs a market? 


Mr. Stevens: It needs. a market and it has to be sold in 
the United States to justify that. 


seMr: Taylor: You are going to impinge on their culture 
with ours in order to generate sufficient cash so that you can 
cover the costs at home. 
Mr. Stevens: Of supporting our own culture. Absolutely. 


Mr. Taylor: But it will not water down our culture? 


Mr. Chairman: But he is also going to eat into their 
culture in producing a case of film. 


Mr. Stevens: If necessary. 
Interjections. 


Mr. Stevens: I am afraid it does not go both ways in the 
sense that they have been dumping their product in Canada for at 
least the last 25 years without our ability to dump conversely 
back into their country. All the programs that offer any support 
to our industry, because our industry is so much smaller than 
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theirs, require Canadian content, Canadian cultural significance 
and so forth and thereby restrict the possibility of appealing to 
a market such as the United States. We cannot compete today. We 
are a fragile industry because of our nearest trading partner's 
dominance. 


There are many positive programs for government support of 
industry, ours in particular, and there are others being 
discussed. But I am sure I speak on behalf of my industry in 
Ottawa, in Ontario and across Canada when I request that your 
support in this matter be given. It is critical to our growth and 
intfactsto jour ssurvival. 


That is my statement. Thank you. 


Mr. Taylor: TVOntario has its international office in 
Dallas, selling TVOntario productions. I guess that is a good 
thing. They are doing quite well, I gather. What would the impact 
of any action on our part as a country be on-- 


Mr. Stevens: Because our industry is requesting the 
province's support in assuring cultural sovereignty as our basic 
position, the impact of not having that is that we would not be 
able to proceed with other such measures that may be required to 
give us a better competitive position in our own country. 


If I can give you a brief example, in the theatrical 
industry more than $250 million in 1983 was taken out of Canada in 
revenues by American film producers. Canadian film producers, in 
contrast, earned less than $20 million in 1983, the most recent 
year the figures were available. That is the form of leverage we 
are trying to address at this time. 


Mr. Taylor: You have indicated you need broader markets. 


Mr. Stevens: The markets outside of Canada are there. As 
we grow and develop, we will have the strength to approach those 
markets. We do not have the strength today to just walk into those 
markets and compete on an equal basis with our foreign competitors. 


Mr. Taylor: So you want to maintain the protection you 
have now? 


Mr. Stevens: At least until we are strong enough to 


compete in foreign markets. 


Mr. Ferraro: As part of that protection, how do 
governments or politicians deal with the demand--in fact, the 
craving--of the public for this American product? 


fice Stevens: Lothian olnes Olly twaye LO Uapproacinei ts 1S..0n a 
long-term basis. I do not think there is an immediate solution. If 
we can build the industry in this country over a period of time, 
we will eventually have the product to compete with the Americans. 
Not that Canadians are necessarily more nationalistic than 
Americans, but I believe that Canadians, faced with a product at 


E-30 


least of an equal quality, which is a financial consideration, 
will choose the Canadian product. 


Mr. Brandt: I was going to address the point you 
answered in part about the question of potential protectionism in 
the US. With your less than favourable penetration of the US 
market at the moment, what would happen if some of the 
protectionistic measures that are being threatened by some of the 
legislators in the US were actually to take place? 


Could you survive as a domestic industry only? In other 
words, if you were limited to the Canadian market, and let us 
exclude the US market and talk about other markets you may have 
access to elsewhere in the world, could you survive on that basis? 


Mr. Stevens: We have never been dependent on the 
American market, so the simple answer is yes. Could we grow to the 
size that would allow us to produce the products that Canadians 
would enjoy on a larger scale than today? That becomes more 
debatable. What we are doing in the meantime as an industry at 
large is trying to establish better relations with other trading 
partners around the world in order to ensure that the American 
market is not the only way in which we can survive. 


Mr. Brandt: What triggered the question was your comment 
to the effect that one episode of Dallas costs $1 million to 


roduce. You indicated comparable production costs in Canada were 
200,000, 


Mr. Stevens: No. Let me correct you. What I was saying 
is they would sell that $l-million venture to Canada for $200,000 
for broadcast on Canadian television. 


Mr. Brandt: Perhaps you could expand then a little bit 
on your comment when you indicated you would have to finance part 
of the package in the US in order to develop a comprehensive 
enough package that you would be able to make a profitable 
arrangement out of. it. You are depending to some extent on the US 
market now for financing and for release of your product into that 
market, I would guess. 


So URpetie: 


Mr. Stevens: The greatest difficulty we face is that the 
US market is so similar to our own. Our cultures are relatively 
similar in many regards. The language is predominantly the same in 
both cotntries;-in Ontario in,particular sand in the US. [hose 
things make the US a more likely candidate for our product than 
France, for example. “ 


However, because we do require funds from several sources in 
order to justify a high enough quality production to appeal to the 
Canadian public, we have been forced to go to foreign partners who 
are not as likely to accept our product because of basic cultural 
_differences and_so_ on... 
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On a worldwide scale today, countries are compromising their 
culture in order to combine forces so they do not have to depend 
on the US market. 


Mr. Brandt: Ganging up on them, in other words. 








Mr. Stevens? In fact, yes. 


Mr. Brandt: Culture means different things to different 
people. {1 know those who would advocate that an attendance at 
Exhibition Stadium during the course of the next couple of days, 
watching the Blue Jays secure the pennant, is a cultural event. 


Mr. McFadden: Hear, hear. 


Mr. Brandt: I just got complete support from ny 
colleague to my right here. As a former Detroit Tigers fan I can 
tell you we have given up entirely and are conceding the pennant 
to the Blue Jays. That is just a digression that I added. 





Mr. Hennessy: You are in the same position, too. You 
_ will end up in the same position as Detroit. 


MrisBrandt: That voice ‘came from one, of my,allies. That 
is the first I have heard you speak all day. 


Are you indicating that the mechanisms now in place to 
protect whatever that word "culture'’ really means are reasonable 
_ but perhaps inadequate? I think you responded earlier to another 
_ question by saying that you did not want to see those watered 
_ down, or that those protectionist barriers, as unstable and 
_ perhaps inadequate as they are at the moment, are at least giving 
you some protection. 





| I suppose one of your concerns is that under a kind of freer 
_ trade arrangement those barriers would be removed altogether and 

_ you would be swallowed up. Are you saying, on the other hand, that 
you favour a higher barrier, some form of greater cultural 
protection? Is that one of the positions you would advocate before 
this committee? 


Mr. Stevens: Yes, definitely. If we can adopt the 
concept of cultural sovereignty, then it will act as an umbrella 
to protect dance, opera and the various other art forms that fall 
under that cultural umbrella, as well as the production industry, 
which utilizes all of those other cultural entities. 


Mr. Ferraro: How do you classify a film on the US Army 
as a cultural sovereignist? 


Mr. Stevens: The key there is that the industry in this 
country has been built upon the production of industrial and 
training material, because that was really the only area that was 
open to the Canadian producer in the beginning. Crawley Films 
started before the National Film Board, and the first contracts 
were defence contracts--for example, producing films to explain 
the operation of equipment and so forth. 
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Mr. Ferraro: And you are still doing it. 


Mr. Stevens: We are still doing it. It has been a form 
of bread and butter in this country from the beginning, but it has 
not allowed us to expand into the area that the Americans dominate 
ity OUT COUNTY. 

es 

Mr. Ferraro: But if you were given the cultural 
sovereignty you request--and you very well may be; there are so 
many hypotheticals--do you really chink the Americans are going to 
say: "Oh, yes, we understand. Come on down and do a film on the US 
Army Women's Army Corps program''? 


Mr. Stevens: If 1 may relate an experience to you, we 
already have the right to produce in the United States films of a 
training nature. There is a thing called the Defence Production 
Sharing Agreement, which you may be aware of. We are the only 
production company in Canada that has applied under the Defence 
Production Sharing Agreement. Although we were given approval, it 
has gone through US bureaucratic red tape since the beginning. 
Quite frankly, the only way we managed to do the work in the past 
was through subcontracts because of the buy-American plan. 
Protectionism already exists in America. We have occasionally 
found a loophole, and I think that is a credit to my peers in my 
own organization-- 


Mr. Ferrarowe lo ‘Cnet ingentitey, 


Mr. Stevens: To their ingenuity. But I do not believe 
there is anything other than a blanket protectionism in the United 
States in this area already. We would only be establishing one 
ourselves to equal that protection. 


Mr. Brandt: I have one final question. You indicated 
that the penetration into this market on the part of US exporters 
is about $250 million a year. 


Mr. Stevens: Yes. 


Mr. Brandt: And we are enjoying about §$20-million worth 
of business in their market annually--that is, roughly 10 to one. 
Is that the relative size of the industry, in that the 10-to-one 
comparison is used as a broad-brush comparison between our 
economies? We are about one tenth the size of the US market. Is 
the, film. industry, or;thesindust ry, you are. pn. sii 1 ts smost 
comprehensive identity relatively 10 to one or is it much smaller 
in Canada? In other words, have we grown to the US level of 
maturity and sophistication, even in relative terms, or are we far 
behind even that? 


Mr. Stevens: We are actually far behind. The 

$250-million figure I “gave you 16 strictly *fortthe -box*office 
receipts taken from motion picture theatres in Canada, out of 
Canada and into the United States. It is not a reflection of the 
production industry in this country. The comparative figure for 
box office receipts of Canadian films is much smaller, largely 
because the films are distributed in Canada by Americans and 
exhibited in Canada by American-owned companies, for the most 
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part. There are two very large theatre chains in Canada, and one 


of them is owned and operated by American interests. 


Mr. Morin-Strom: I would assume it to be 100 to one. If 
we have sales of $20 million here and the Americans have §250 
million, presumably they have at least 10 times that in their own 
PCOUNCTY mht ts provpably in. the order, or 2.9 Dillion, 


Mr. Stevens: In sales. 


Mr. Morin-Strom: In sales in their own economy, plus 
whatever they are selling outside. We are talking about $20 
million here. It looks to me as if you are talking about at least 
100 to one. 


Mr. Taylor: You are talking about catching a plane, I 
gather. 


Moe. Stevens: Yess Iisam Rat vaidirsc: 


Mr. Chairman: I was just going to ask you to watch the 
clock yourself. 


Mr. McFadden: You raised something that follows directly 
from this. You mentioned that the Americans are dumping 
programming into Canada. I take it we are talking here about prime 
time and all other programming. Can you define the dumping that is 
taking place, Dallas or any show? Can you break down exactly how 
they are handling the sales and how they wind up being dumped here? 


Mr. Stevens: In 1964, I believe, a task force made 
recommendations to the federal government of Canada that Canadian 
broadcasting concerns should no longer be dominated by American 
ownership. At that time most of not only the production but also 
the actual airing, etc., and the control of the entities was 
American. 


Since then the Americans have utilized their nearest 
English-speaking neighbour as a prime market for their products. 
Because of the advertising base in America, they recover the 
principal cost in the United States alone. When they come to 
Canada they are strictly looking for a clear profit. 


I will describe very briefly the typical contractual 
arrangement that is made between an American television network 
and an American producer. He or she signs a contract with the US 
network--CBS, NBC or ABC--which is called a licence fee. That 
licence fee normally is approximately the full production cost 
excluding profit. It entitles that network to only two airings in 
the United States during a two-year period. That is the standard 
arrangement made. 


The Americans, in the meantime, are not allowed to sell to 


any other US markets, but they can sell outside the United States 


immediately. So they look for their immediate profit return from 
outside the United States and their longer profit return from 
inside the United States. When it comes back to them in two years, 
they exploit it in secondary and continuing markets. 
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So they come tc Canada and approach the Canadian 
broadcasters--primarily the principal networks, CBC, CTV and 
Global Television--and all three buy at a greatly reduced rate, 
because the production has been subsidized by the initial US sale. 


Mr. Ferraro: It probably is paid for. 


Mr. Stevens: It is essentially paid for, so they are 
just looking for gravy, and they come to Canada looking for gravy. 
They do not really care what they get out of Canada, except what 
the market will. bear. 


Mr. McFadden: There is a real problem there as to 
whether that is really a classic dumping case. In Canada, as you 
said, we try to do the reverse. If you negotiate to produce for 
CBG MoriuCcTVs the: normal Ching 1S jtoetrys co. recover "your. ‘cos ter out 
of Canada, if you can, and then collect whatever gravy you can in 
the United States or Australia. 


Mr... Ferraro: liiyousdosite for? CBCPe you cannot .Vilisyoukdo 
it for an independent, you can. 


Mr. McFadden: I negotiated two deals myself from the 
CBC-- 


Mr. Ferraro: Just being facetious. 


Mr. McFadden: --then we sold whatever we could outside 
Canada. All I mean is that I am not sure we do it any differently. 
The only difference is that we have a smaller pot to collect the 
money from. If I produce a show for Canada, it has one tenth of 
the market. I obviously do not have $1 million to spend per 
episode; I have $100,000, relative size, and I am trying to 
recover my costs. I do not know how you will ever resolve that 
problem entirely in the area of feature programming for prime time. 


4 p.m. 


Mr. Stevens: If I may excuse myself, Mr. Chairman, and 
address that last point by saying the difficulty is that the 
assessment that is placed upon the product when it is brought into 
this country is based on its material value, which essentially, 
for customs purposes, is probably $1,000, $1,500, perhaps $2,000. 


Mr. McFadden: That is the duty on the film. Yes, 
absolutely. That is wrong. 


Mr. Stevens: A film, a videotape, otherwise. However, it 
can be sold for whatever price they can get once they are inside 
the country, and our market then dictates what value they can 
achieve. 


Mr. McFadden: Master tapes for records and so on. 
Mr. Stevens: That is right. Perhaps therein lies a 


possible solution to having the product valued at a more 
appropriate level, because I am sure that any other product 
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imported into this country is valued at a reflection of the 
production-- 


Mr. McFadden: This is one of the few products that is 
not valued on the basis of its value at all. You are absolutely 
Right.. 


Mr. Stevens: If I may excuse myself. 


Mr. Chairman: Thank you very much. We appreciate your 
coming, and I hope you will be prepared to come back to a later 
hearing. 


Mr. Stevens: I would be very happy to. For your 
information, I am meeting with the People's Republic of China 
tonight as an example of yet another country with which we are 
exploring trade possibilities as an Ontario company. 


Mr. Chairman: You may be expanding our culture to that 
count ry ° Z . 


Mr. McFadden: Just one point as Professor Rotstein makes 
his way to the--I do not know whether he is coming back or not. 


Mréeich ainmnan “lwexpect “ham to. 


Mr. McFadden: There are two things. First, I hope we can 
have Crawley Films or some other group back again, because I 
understood we were all in agreement that we were not going to 
sacrifice cultural institutions and instrumentalities. We probably 
ought to find out what protections they now have and what it is we 
are trying to protect. 


Mr. Ferraro: I am not convinced it is strictly cul tinal: 


Mr. McFadden: There is business there. A lot of things 
ate involved, but I think we have to find out what is cultural, 
what is business and try to work it through. There are some things 
that could be explored. Duties and how we handle master tapes and 
everything are quite complex, so I think it would be worth having 
them back. 


Mr. Chairman: I fully agree and I think that when we 
have more time after our interim report we can become much more 
involved in it. There are certain givens that we are all working 
under, but perhaps we should be exploring them more, especially 
when some of those industries are areas in which the United States 
wishes to make some inroads into our oe They kept talking 
about border broadcasting. 


Mr. McFadden: Broadcasting and so on. The other thing I 
wanted to ask about, which came out of the earlier presentation, 
is whether it would be possible, in with whatever other research 
is being done, for us to get information on these various subsidy 
programs and to try to get some review of the range of industrial 
subsidies in Ontario and compare it with those in some other 
jurisdictions in the United States--for example, the state of New 
York. We should take states that are comparable to Ontario, rather 
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than Nevada or somewhere that is not really comparable. Take, say, 
Michigan, New York-- 


Mr. Ferraro: The Americans would probably tell us to use 
Alaska. 


Mr. Taylor: The trouble is that you have all these 
programs and they sound really great, but it is an exercise in 
optics for public consumption. They are underfunded, so when you 
go to apply, the money just is not there. But it sounds great. 


Mr. McFadden: I think the problem we have right now, 
though, is that we keep hearing about subsidies-- 


Mr. Chairman: Mr. Taylor, I thought you told me 
politicians were optimistic. 


Mr. McFadden: The important factor here is that we are 
hearing about this level field and about subsidies on both sides. 
We hear that we are under attack for subsidies. Their subsidies 
are there, and I think it would be instructive for us to be able 
to see some states that are somewhat comparable to us and to 
compare, where we can, the subsidies that are available. 


Obviously, if they are not funding the programs either here 
or there, that is something else. But just bearing in mind what 
seems to be available, we might find it interesting at least to 
compare, because that is one thing we do not have much information 
on, except for what Professor Rotstein and one other witness 
talked about. I cannot remember who it was who commented 
previously on this. 


Mr. ,Chairman: We will make note of that. 


Mr. Brandt: I might suggest in the same vein that one of 
the documents I think you would find of interest, because it was a 
very special case but relates to subsidies under very intense 
competition, is the one on the Tennessee subsidies that were given 
with respect to the new General Motors plant. 


Mr. sFerrlaro:, [he JSaturn. 


Mz... Brandt: The” Sadturniplant.. fl ithinksyou,wi4 4 findsenat 
there was a bushel of subsidies, or a basket of them, that was 
very comprehensive. The money was available in that particular 
instance. 


Mr. Taylor: We buy them the same way here. 
Mr. Brandt: Absolutely. We get into the same 
competition. It is a subsidy to an industry and it is a way for 
that industry to be more competitive as a direct result of the 
subsidy. 
Was I first up with-- 


Mr. Chairman: No. Mr. Taylor was asking a supplementary 
question. 


| 
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Mr. Taylor: It was not supplementary. I followed Mr. 
Mackenzie in the questioning. 


Mr. Chairman: Then Mr. Cordiano had a supplementary. 
Merve COLd@anodes, Did. L? 


Mije Chairman: Ali, richt,, wemare: backs to. Mr.-laylors 

Mr. Taylor: We were talking about the rationalization 
going on around the world in regard to industrial production, the 
changing nature of our economies--in the United States and Canada, 
in any event--regardless of the so-called talks on freer trade or 
whatever. 


From what you said, I gather you are anxious to make our 
industry more competitive in an international sense. Would that be 
a fair statement? 


Dr. Rotstein: Shall I say a few words about that? 


Mine ta yLObt en Ad lerdip he, 


Dr. Rotstein: To appreciate the situation fully, we can 
look at the positive side and look towards making our industries 
more competitive, increasing our productivity and modernizing 
sources of technical information--innovation centres and some of 
the things we have actually been doing. 


However, in order to be more realistic I would also say that 
in some cases industrial policy is going to have to be put in 
place to minimize the damage, since there is going to be a 
considerable falling off of employment in some industries. We have 
to look at the question of how you protect, insulate or let these 
industries down without dropping them with a clatter. How do you 
work through that period? The whole question of transition from 
one to another takes a great deal of time, and therefore the 
problem in industrial policy is partly minimizing the damage. 


I do not have details on how this could be done, but it is 
not all forward and-positive looking, because we have to realize 
there are going to be casualties. 


Mr. Taylor: Then I might say just for your information, 
although you have probably read the transcripts, that initially we 
had Mr. MacDonell, the Deputy Minister of Industry, Trade and 
Technology, here at one of the earlier meetings when we first 
began our discussions. It was interesting that he made the comment 
that he has come around to the view that there should be some type 
CLeImdustri al po lacvesAl sleactawihatmrcowiat lL) cotfoute ole it. 


He was not advocating an industrial strategy, but again they 
are words that have been bandied about. He seemed to be changing 
his thinking in regard to the need for some industrial policy. I 
throw that out to you for whatever comfort it might be, because 
obviously jnendid not. start off that way. 
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The other aspect I am trying to arrive at now--I will 
preface my remarks by this--is that 1 gather from what you have 
said that you are not banking or holding your breath on bilateral 
trade talks or negotiations with the United States. However, in 
the meantime we have a dynamic world where changes are taking 
place and it is necessary, to be competitive, to adjust to 
internal changes that are happening. 


Then you made reference to the General Agreement on Tariffs 
and Trade peripherally. Would you then subscribe to the GATT type 
of negotiations? Would your support be more towards pushing change 
in a nontariff and tariff sense on an international basis? 


So LUM pom. 


Dr. Rotstein: Yes, I would say that that would sum up my 
view. At the same time, we should be realistic about the question 
of what is on the GATT agenda. It is very much in our interest to 
put nontariff barriers on that agenda, to have some sort of codes, 
and perhaps in that way to minimize what may be the more 
suspicious movements in nontariff barriers in the United States. 


The other side of the General Agreement on Tariffs and Trade 
agenda, which is very contentious, is what it calls "services." 
That is really a euphemism for high technology, communications, 
movements of banking information, movements of broadcasting and 
various other things in which the Americans have a substantial 
lead. They are interested in a new round of GATT negotiations to 
open the doors in many countries to what they call "services." 

Many of those countries are reluctant because they feel that if 
they are to get a toehold, they have to have some control over 
their own services before they are taken over by the United States. 


I have not thought through exactly what Canada's position 
is, but it certainly poses a dilemma for us. In that area we might 
have to develop a policy before we negotiate it away through GATT. 
In general, I very much agree with your sentiment that GATT is a 
more promising vehicle for us, if it can be kept on course, than 
is a free trade treaty. 


Mr. Taylor: I am just trying to grasp your thoughts. 
Would you idealistically subscribe to lessened world aggravation 
in regard to trade, whether it is tariff barriers, nontariff 
barriers or whatever? What I am really getting at is I would 
conclude from what I have heard so far that you agree that 
international trade is very vital to all countries. 


Dr. Rotstein: Yes. I agree with: that. 


Mr, Taylor: FoPlowing? from twat; 12 We=isevitals 1 guess 
we could get into semantics as to whether it is fair, but 
presumably there would be a multilateral lessening of unfair trade 
practices or aggravations. There are legitimate tariffs and good 
reasons for tariffs. I think we have made use of them in our 
country to the country's benefit in the past. Therefore, while it 
is difficult to be absolute, from an evolutionary point of view I 
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see you subscribing to a sort of universal freeing-up, or am I 
leading you too far? 


Dr. Rotstein: I believe that if we can remove obstacles 
to world trade, we are very much on the right track, but I would 
really try to illuminate the context, which is somewhat complex. 
The initials GATT stand for the General Agreement on Tariffs and 
_ Trade, and its main focus, its prime target and its great success 
, 
‘ 





was the mutual system of tariff reduction. We could say that with 
some significant exceptions, we met that problem and have solved 
it to a large extent, but not completely. 


| The second point is that where trade difficulties arise, 

_ they are usually symptomatic of much larger difficulties in other 
_ economic arrangements. They are symptomatic of balance-of-payment 
| difficulties, of high interest rates and of Third World debt. All 
| these things play themselves out in the international arena 

_ through trade encounters, obstructions and obstacles. 


Perhaps there is a view of world evolution that will free up 
| all world trade, but I think it would be a little utopian not to 
_ recognize that implies in turn that the causes of the disruptions 
- are somehow doubtful. Trade difficulties are symptomatic of tides Pee 
difficulties. ; 


To some extent, you can put out brush fires and patch up 
problems. However, to turn the proposition around the other way, 
if there is going to be deep disruption in the world financial 
system, if there are going to be crises that may be accompanied, 
- for example, by the collapse of oil prices, if there are going to 
be quite unexpected difficulties as a result of the new status of 
the United States as a debtor nation, and if those difficulties 
are serious, they will manifest themselves with new trade problems. 





I do not regard this as being on a single plane where we are 


fated slowly and rationally to overcome all the trade problems to 
_ become one great global Garden of Eden. 


Mr. Taylor: I agree the world is not that orderly. 


Dr. Rotstein: We have to be realistic as to the origins 
of those trade difficulties and as to whether we can solve them. 
My final point is, what would be second-best solutions? 


Mi. ebay Lor-sebr Vie cani*put if to you, directional lyspwould 
it be a good thing? That is idealistic, but presumably there must 
be somertdirection.. 1 *put* that ito you,” recognizing’ of course the 
self-interest of all nations and the endless imagination man has 
to respond in cunning ways to action that might hurt him, which 
manifests itself in all the nontariff barriers. While there is 
sovereignty of a nation, presumably it will continue and there 
will never have free trade, as such. 


Dr. Rotstein: Except in a perfect world. 
Mr.) *Taylon- sain Yai pert eetmwor Lasy y.es: Mamsnotyrzoingsto 


live that long; maybe you will. I can think only in terms of 
direction. Would it be better to go in the direction of freer 
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trade, recognizing the many imperfections at the different levels 
and all the rest of it that you have just gone through? 


Dr. Rotstein: In principle and with the rigat 
background, the answer is yes. In practice, the problem is how and 
in relation to what problems and, finally, with what kind of price 
tag. I do not know whether that answers your question. 


MraivTaylorgdd awa Sigustetry ings tomierretyoutayour 
thinking on that. 1 appreciate the realism and sometimes-- 


Dr. Rotstein: The world economy is a minefield and it is 
going to blow up in unexpected ways from unexpected directions. 
That is my basic perception of where we are going. We have not 
been promised, despite what Anne Murray might sing, a rose garden 
in the international field and we must be able to adjust to these 
problems, some of which have not yet hit us. 


To name only one, robots have not yet arrived in Canada. | 
What happens in the industrial process when they do? On top of an 
ll per cent base unemployment rate, we will have the additional 
problem of a work force being displaced by those robots. I think 
there are going to be very serious difficulties. 


Trade is sometimes an insulating device that helps one get 
through with less pain problems that have their sources in a 
different area. Therefore, you play with trade as the Americans 
are doing. If you want to take the long view, ultimately the 
question is, since we brought the nontariff barriers down, why 
have the Americans thrown up another line of defence? If we ever 
succeeded in penetrating that, would there be a third? 


Mr. Taylor: I do not profess to be competent enough to 
respond to you. I would say it is because of the large American 
debt and that instead of addressing that debt problem, they are 
reacting to competition because they cannot compete even in their 
own marketplace. 


Dr. Rotstein: We agree on that. 


Mr. Taylor: It is easier» to respond politically with 
protectionist legislation the voter understands than to tackle the 
serious problem that needs tackling. 


Dr. Rotstein: I agree. 


4:20 p.m. 

Mr. Cordiano: I want to get back to the point you made 
earlier about smokestack industries, traditional industries, that 
we should augment them and try to hang on to them. As you 
mentioned in your statement to Mr. Taylor, because we are becoming 
more automated, there is the other problem of employment. Faced 
with the whole question of a loss of employment in traditional 
industries by the displacement of workers, if we move to prop up 
those industries, we may still get job losses by the tens of 
thousands in those industries regardless of the free trade deal. 
Where and in what other areas are we going to employ these people 
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if we are going to put all our resources into propping up those 
old industries? 


Dt,wRotsteins; iil phave.triedpto~sayonesthing. this 
afternoon, I think it is about the misleading and problematic 
nature of either/or solutions. I think the world is in transition 
and we cannot fight that transition in any absolute way. It is 
just a notion of, what kind of cards do we hold in our hand? 

If we agree that jobs are our number one priority, we have 
to understand that we are in a period of transition, but that we 
cannot move overnight from point A to point B. We are going to 
have to play both ends against the middle. We are perhaps going to 
have to let the sunset industries, as they are called, down 
gently. We are going to have to refurbish some parts of those 
industries--that is what usually happens--into world-productive 
class. We are going to have to shield this economy to some extent 
against undue shocks that could completely disintegrate it. We 
have to have an eye to the future in terms of the new technology 
and how we are going to use if. 


If we were better equipped with research and technology, 
Silicon Valleys, experience, managerial expertise, and export and 
sales expertise, we would go for it. We have to learn how to go 
for it and at the same time keep some order in the industries we 
have. That is my sense of it. 


Mr. Cordiano: You are referring to a period of managed 
transformation. 


Drier OUCSitei mica bate a Ser.cht.. 
Mr. Cordiano: And managing change. 
Dray Roitstein; dfhatsds?right.. 


Mr. Cordiano: Essentially, that will take place 
regardless of any trade deal and, as such, it points to the 
restructuring of the world economy that is taking place now 
regardless of what is going on. 


Dr. “Rots Ceilings mates. cocrect. 


Mr. Taylor: We may have to de-emphasize the jobs or 
redefine the nature of a job. 


Dr. Rotstein: Absolutely; there are many developments in 
that area such as shared jobs, shorter work weeks and three jobs 
in a career. All those things are going to happen and I think we 
have to foster that--part-time rates and all the rest of it. 


Mr. Brandt: Professor Rotstein, we have had a number of 
academics before us. To this point the large body of those 
academics have been strong supporters of a free trade concept in 
some form or another. I was going to say, almost with tongue in 
cheek, where have they all gone wrong? You are not a voice in the 
wilderness on this question, but in so far as the academic 
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community is concerned you are taking a position that is not in 
lockstep with some of your colleagues. 


Are they insulated from the real industrial world? It is not 
that there should necessarily be a consensus within the academic 
community, but why is there this broad degree of difference of 
opinion within the academic community with respect to the whole 
free trade issue? 


Dr. Rotstein: Mr. Brandt, that may be the toughest 
question of the afternoon. I try to understand my colleagues, but 
basically I do not agree with them. I will being by quoting a 
sentence that struck me very forcibly. It was your sentence at the 
time of the Financial Post conference on free trade. 


Mr. Brandt: I recall you being there. 


Dr. Rotstein: Your sentence was, "I would not bet the 
future of the Ontario economy on a theory." . 


Mr.w..Brandt: p[hat jis right. Lt is not janbad. sentence: 
Thank you for quoting me. 


Mr. Taylor: Did the new government fire that 
speechwriter? 


Mr. Brandt: That was my speech. 


Mr. Rotstein: It struck me forcibly at the time and I 
have great pleasure in reiterating it. However, it brings us to 
the question of what kind of theory produces those kinds of 
results. If I may be a little facetious, the problem with economic 
theory as it is taught today is that it is reminiscent of a 
meat-grinder. No matter what problems you toss into it, you get 
hamburger out the other end; that is to say, free markets and free 
trade. ‘ 


The issue of free trade is an extension under a different 
name of the free markets idea. That is the kind of training we 
give. It is the apparatus people have and it in my view it 
produces a trained myopia in relation to the problems at hand. To 
be serious for a moment as to why it is myopic, it assumes and 
posits the functioning of those free markets, when in many cases 
they have eroded and in some cases do not exist at all. 


I will give an example in the case of Canada-United States 
free trade. It is the free market's mechanism that makes the 
wheels spin, turns things around and underpins the logic. However, 
if you look at the nature of the trade between Canada and the 
United States in the manufacturing sector, more than half is no 
longer trade by partners at arm's length from different companies. 
Therefore, in the strict definition of the market, it is no longer 
trade through the market. It is what’we call intra-firm trade. The 
prices established are transfer prices. They are the prices 
established for parts and equipment in Detroit for the things they 
are going to get from Oshawa and Windsor. 


In a world where prices are transfer prices or administered 








—_ 
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prices, there is no reason to believe that all these fine, 
flexible, laudatory things that the market offers will actually be 
realized. If you assume the market is in place, perhaps they will 
be realized. However, if more than half, something like 55 or 56 
per cent of our trade, now flows in different kinds of circuits, 
then it is at least unknown how benefits will shake out, who gets 
them and to some extent whether the results are as positive as the 
theory would suggest. 


The theory has no way of handling issues that impinge on the 
economy but are noneconomic, such as political, legal and things 
such as big shocks. Nontariff barriers are something the economic 
theory never contemplated, cannot adjust too and is unable to 
offer a theory about other than that they are an irrational set of 
monkey wrenches somebody has thrown. into the machinery to make it 
gtind down. Nontariff barriers are the issue. The economists have 
nothing to say about that. 


Political issues that have to do with the effect of a 
particular plant in Ohio or New York state on their respective 
congressmen filter through the existence of 20,000 lobbyists in 
Washington who are an enormous force that mediates between 
economic pressures and new political change. What can economics 
say about that? 


Finally, who predicted the oil shock? Who predicted Third 
World debt? In short, economists are right in the confines of 
their own garden of functioning markets responding to supply and 
demand. However, on all these counts the world has changed. While 
the music has stopped, the dance continues for economists. That is 
the problem. 


Mr’. Taylor: Some are out of step. 
Dr. Rotstetin sathatian smrights 


Mr. Mackenzie: About a third of the economists who have 
appeared before us are on your team so it is not quite as 
overwhelming. 


Dr. Rotstein: I did not know that and I am encouraged by 
that. 


Mr. Brandt: What was that, a third? 


Mr. Mackenzie: About a third, maybe even slightly 
better. We have had about eight economists. We have had Lazar and 
Watkins. 


fA Dsep sub 


Mr. Brandt: At any rate, if I could proceed to another 
question, I am trying to get a better handle on the difficulty a 
domestic market of 25 million people has, recognizing that free 
trade really talks about Canada. Without the agreement of the 
provinces, it would be virtually impossible to have any kind of 
free trading arrangement. That is obvious to most observers of 
that issue. : . 
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With our limited domestic market, the case has been made by 
some that if we are to increase our exports, as you suggested, as 
one device to be used for improving the economy, and then on the 
flip side of that same equation reduce our imports, the only way 
in which we would be able to do that is by having access without 
the potential of those nontariff barriers and some of the minimal 
existing tariff barriers. If those were removed, there would be a 
greater incentive for European or some of the Pacific Rim firms to 
locate in Canada and then move into the US market, using this as a 
home base. 


The argument has been raised that without that guaranteed 
future open market available for sales, it is highly unlikely that 
some of these companies would risk the very small domestic market 
that we have in Canada. In the long term, could we reduce our 
imports and increase our exports if we remained behind either a 
real or fictitious tariff or nontariff wall, or leave some 
impediments of free trade in place, recognizing that there are 
very few countries of the world with our population that have been 
successful industrially? 


There may be a few questions in that, I do not know. 


Dr. Rotstein: Mr. Brandt, I have difficulty with the 
basic premise of the problem in that sense. I do not know of 
anybody taken seriously who argues that we will be self-sufficient 
in a market of 25 million regardless of what position you take on 
the free trade issue. 


Second, most of us are underlining, even those who had 
reservations about connections with the United States, that we 
should follow through on the opportunity of the latest General 
Agreement on Tariffs and Trade round. 


Third, if the barrier has been thrown up, it has not been 
‘ done by us. It has been thrown up by the United States in this 
nontariff barrier's network. There is something to be done 
regarding our tariffs and their tariffs, but that is small 
potatoes in terms of what we are really talking about. 


Finally, I do not believe in the notion that we can entice 
firms to manufacture in Canada as a jumping-off point for selling 
in the United States. If they want to sell in the United States, 
they will locate there. We have the additional problem that many 
Canadian firms do not believe we will ever get secure access and 
they are picking up everything and starting their plants in the 
United States as well. 


The final irony is that nothing and nobody can give 
assurances that we will get secure access. In the hypothetical 
event we got a free trade treaty, why would not the same thing 
occur again in a third round of some new form of American 
protectionism if they are hurting, if their vital interests are 
threatened and if they cannot manage it any other way? It might 
come up again. Those are the realities. What I usually take 
objection to is an outline of that argument, including the market 
of 200 million. .that we need and then the "therefore" we should 
have the free trade. 
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We will not get the "therefore" because the Americans are 
not prepared to make the crucial concession of secure access as it 
should be reasonably defined. It does not follow that even if we 
had it, the investment would take place here in order to sell 
there. In other words, I do not see this is as a plausible 
scenario. 


Mr. Brandt: If you look at examples, some of which were 
used in your presentation of the auto pact, perhaps I may use a 
specific firm because I was involved in the very program you were 
complimenting us on with respect to the auto investment fund. The 
Vannatter firm in Wallaceburg exports about 90 per cent of its 
product output into the US market. 


Many other firms have developed in Canada as a direct result 
of having access through a freer trading arrangement under the 
auto pact. That is the way I described it. I did not describe it 
as free trade and the auto pact being one and the same. But it is 
freer trade in the sense that it allows for a two-way enterprise 
to be entered into in a way that has been reasonably acceptable to 
both countries. 


Some of those firms have located in Canada, recognizing full 
well for a range of reasons that they wanted to be in Wallaceburg, 
or north of Toronto or somewhere, with the understanding that they 
had a long-term pact that would allow penetration of the American 
market from the Canadian side. 


It may be because of our societal base, for cultural 
reasons, or that the total working environment may be more 
acceptable to them, or whatever. Part of it is the /0-cent dollar; 
there is no question about that. That has enhanced our position 
considerably. But they have located here to do the very things 
that you are saying other firms would not do; in other words, they 
would not look at this as being a launching point into the US 
market. 


Yet we have examples, I would suggest to you, that are very 
much isolated towards the auto market. They have established here 
for those reasons, and that they would be given the opportunity to 
have the penetration-of the US market. You are suggesting that 
will not happen even if something like an auto pact or a freer 
trade arrangement was put into place. 


Dr. Rotstein: Your question is very plausible. If we 
could recreate the auto pact, could we not recreate some 
additional investment in the same style? That has to be taken as a 
serious possibility, but we also have to go on the statements 
made. I can quote you from three or four people who have made 
those statements that that is not the kind of arrangement we are 
going to have. 


Beyond that, I do not know if it is strictly relevant, but 
what we face is a curve ball in the auto pact, namely, what 
happens when the production of American-owned subsidiaries in 
Taiwan, Japan and Korea begins to be shipped into North America, 
as it already is, and into Canada in particular? There we have the 
unexpected way in which this problem comes up. 
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As I understand it, the auto pact specifies that the 
Americans have to produce proportionate production in Canada or 
pay the duty. This is a clause that is often neglected. Suppose we 
were in some kind of free trade arrangement and the duty is zero 
to negligible. I think they are shipping in 25,000 or 30,000 of 
this very small model made in Taiwan from the Ford plant. 


Mr. Brandt: Yes, from the Ford plant. 


Dr. Rotstein: The Americans are producing Chevrolets in 
Japan with Suzuki. Part of the deal is that if an American company 
is involved abroad, you cannot have the import quotas operating. 
The big three gradually decide that they will observe the auto 
pact, but “Pay: therduty ,..thank;jyou very. muchsd 


This the kind of unexpected set of problems that are going 
to come in this way. I do not know if it really meets the kind of 
question you raised, but it is an indication that we are just 
going to have to be extremely nimble and flexible and that the 
price of a free trade arrangement is to tie our hands. We will 
never be able to say no to an American-owned subsidiary in a third 
country that wants to bring things into Canada, if we have a free 
arrangement. That is my theory. 


4:40 p.m. 


Mr. Hennessy: Do you think, as a possibility, the auto 
pact is a good plus for Canada? If negotiations get a little 
difficult, a little tough, will they not use the threat of 
abolishing the auto pact in order to get something going their 
way? Is that a possibility? 


Dr. Rotstein: The best answer I can give you is that I 
think we have to hang on to it fiercely. 


Mr. Hennessy: What if they indicate to us that they are 
abolishing it? 


Dr. Rotstein: Pardon? 


Mr. Hennessey: As far as we are concerned, there is no 
pact to bring us to the table to make us negotiate with them. 
After all, they have a trouble card they are going to play, too. 


Dr. Rotstein: As a lever, yes. What is your question in 
that case? 


Mr. Hennessey: Would they threaten to or maybe abolish 
the auto pact? Are they in a position to do it? It is just an 
agreement. Can that agreement be terminated? 


Dr. Rotstein: If the attrition of the American 
automobile industry becomes very serious. The Japanese are still 
producing equivalent cars at $1,500 less than in the United 
States. General Motors has done an end run and is producing more 
and more abroad and bringing in either cars or parts and 
components. If the American automobile industry then has to start 
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contracting and the employment pressures are very great on them, I 
can foresee that kind of scenario. 


The question will be raised, why are we producing so much up 
in Canada when we are hurting so badly in Michigan? It is a 
hypothetical scenario, but it may come up under those 
circumstances. I think we would be well advised to hang on to it 
as long as we can, realizing the complexities there are and that 
the thing may be severely upset by factors from third quarters 
altogether. 





Mr. Hennessey: When the Prime Minister announced that we 
were going to enter into trade negotiations, in some of the media 
the statement came out that there could be a possibility of a loss 
of one million jobs, but only for a short time. Nobody said what a 
short time is. For some people, 10 years is a short time or six 
months is a short time, and they borrow and they say, ~''Oh,:-that-is 
a lifetime." . 


Mrs’ Taylors*® For me, “sixmonths rs >long. time. 


Mr. Hennessey: What can you say about pitting free trade 
against the possible loss of jobs for a short time? If you are 62 
years old, a short time is a week. How would you look at that 
situation? It is not as easy as it looks. If you step into the 
free trade market and negotiate, you are negotiating away a lot of 
isa are the benefits on one side and the deficits on the 
other? 


Dr. Rotstein: There is a peculiar numbers game going on 
in this field. The figures which were released indirectly came via 
Mr. Kelleher, through the Premier (Mr. Peterson), and indicated 
that the federal government's studies showed the potential-loss of 
840,000 jobs, or seven per cent of the labour force. Those studies 
have not been made public by the federal government. Perhaps they 
will. 


The numbers on the other side, from Queen's University, in 
particular from a study by Professor Harris, is very upbeat, that 
after the shakeout, there will be an increase in jobs of five to 
eight per cent of the labour force. I have not done a detailed 
analysis of that study, but my sense of it is that it makes rather 
peculiar assumptions about what happens to the branch plants in 
this country 


The big issue on the employment side is does an important 
segment of the branch plants decide that they are going to fold up 
here because they can ship in more easily from their production in 
the United States? I should not say that all of them will fold 
up--there are some costs--but they may not expand and they may 
gradually decide to become a warehousing, merchandising and sales 
network rather than a manufacturing and production network. 


I think Professor Harris's study makes the kind of 
assumption economists usually make, that all facilities will be 
used to their optimum extent. In practice, if the road is opened 
and branch plants or multinationals can ship in from the United 





E-48 


States, there will be an increasing pressure to do so. You may see 
additional problems with employment in Ontario for that reason. 


Mr. Hennessy: Can I have a third opinion on that? You 
said the government gave its version and the professor from 
Queen's gave his version. What is your version? It is one all. 


Mr. Taylor: Do you call it unemployment or do you call 
it dislocation? As I understand Mr. Mulroney's statement, the word 
he used was ''talks'' not negotiations. I thought there was quite a 
difference. 


Mr. Hennessy: I thought it was negotiations. 


Mr. Taylor: When the announcement first came out, it was 
my understanding of the press release that we were to enter into 
talks. I do not know. We can verify that. 


Mr. Hennessy: If you negotiate, you have to talk. If you 
cannot talk, you’ write notes. 


Mr. Taylor: You have to talk before you know what you 
are going to negotiate. 


Mr. Cordiano: If I can go on with this point, you have 
touched on what is essential to this discussion--the whole 
question of branch plants and what they will do. We had a 
representative of IBM here this morning and I posed this question 
to him, would your company continue to do the kinds of things it 
is doing now under a free trade deal? That is IBM. Perhaps, as you 
say, there are sunken costs, a great deal of investment, etc. This 
whole area becomes a little nebulous. 





I do not think we have on this committee the kind of 
information that would be pro or con of that point of view. I do 
not think we can make that kind of assessment right now with this 
lack of information. We do not know if some of these companies are 
going to pick up and leave or what the incentive will be for 
staying at that point. Those are the kinds of questions I am 
trying to deal with in my own mind. It is a real dilemma. How 
would you see the multinationals’ branch plants? Do you see the 
majority of them picking up and leaving? 


Dr. Rotstein: 1 see a significant portion--I do not want 
to put a number on it, but I would say more than 50 per 
cent--winding down and retaining a token presence. For some in 
sensitive industries--for example, IBM which sells communications 
equipment to the government--it helps to have a presence in the 
market and to show that there are jobs available. It is a sales 
point. 


Not all of them are going to pack up. For some, it is an 
important point to have a presence, to stay and actually do 
something here, but we are going to see a lot of them winding down 
and they are going to create a vacuum in that case. 
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Referring to the question that was put previously, yes, 
there will be Canadian companies who will benefit substantially. 
They will be able to take off, they will meet the challenge and 
get into the American market with some assurance. If there were 
not some of these nontariff barriers-- I mean that was already 
guaranteed to them, supposedly, until these problems came along. 
Urban transit and petrochemicals are two industries that were 
never given to us under the original GATT. 


I have not done the econometric studies, but if you were to 
ask me how, on balance, it would shake out, I would say we stand 
to lose more jobs than we gain. This is mainly because we do not 
have the technical, entrepreneurial and managerial skills to move 
quickly into that area and we would be fighting an uphill battle 
most of the time. That is what I would call an educated guess. 


Mr. Cordiano: You are saying-..that-.even. in the light of 
the fact that there would be a substantial phase-in period, say, a 
decade. The proponents of free trade are arguing that there would 
be a great deal of time to adjust to these transformations that 
will take place. 


4:50 p.m. 


Dr SRotsiteinkg whicherMrawNilbeswors Mr. Yeutter, put.that 
adjustment period on the table for negotiation. In other words, it 
may not be as long as we may want, and some people have said we 
should have twice as long as they have and that kind of thing. 


It really assumes that all systems, many of which do not 
function well in this country, will be put into gear; they will 
call us and we will go. I think some will. I do not underrate our 
capacity to do that. But we are beginning with one hand tied 
behind our back and, if I were a betting man, I would not be 
optimistic about whether in the end we will get more appointments 
than we have. 


Mr. Cordiano: Given some of the structural changes 
taking place in the economy that we have heard about from various 
industry groups, ‘would they not augur well for the kinds of 
changes required, say, within the next five to 10 years? 


Dr. Rotstein: We have done something, but probably we 
have not done enough, and we still have a strong prejudice in this 
country about industrial policy. It is against industrial policy. 


To my knowledge, nothing of a serious kind in this area is 
going on within the federal government other than production 
requirements for some car companies and some manufacturing. A few 
things are going on in the provinces. It would be hard to 
generalize from the few success stories that this is going to 
become the major road, track or vehicle into industrial upgrading. 
We are still half in limbo on the issue. That is the problem. 


Mr. Cordiano: Correct me if I am wrong in saying that 49 
per cent of Ontario's economy is foreign-owned at this time. That 
is a major concern I hold. 


Mr. McFadden: What you just said, though, is pretty 
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damming in terms of the Canadian economy. I do not have such a 
pessimistic view of Canadian capabilities and expertise. What you 
said was that without whatever modest protection we now have we 
would be so technically and managerially inferior that if we were 
to reduce even the modest tariffs there now, they would knock us 
out of the ball park. 


If we follow your suggestion to its logical conclusion, 
given what is happening in the Pacific Rim, we will be blown away 
anyway. If we leave things the way they are now, we will merely 
have a longer adjustment period until we are out of business. That 
is a pretty pessimistic view of our country. It suggests that 
going into a negotiation where we might make some trade 
arrangements--I am not talking about free trade, just some 
additional managed trade, which you described the auto pact 
as--would not be useful to Canadian industry. 


We have had a number of witnesses here who have said it 
would help them to protect jobs and expand their markets. I am 
talking about people from the steel industry, the chemical 
industry, the wallcovering industry; I can name several who do not 
hold to that view. 


I have a real problem with identification. First, we have 
some problems identifying the industries that are going to gain 
and lose. There is some real confusion about this. We have been 
presented, for example, with the brewing industry. 


Why cannot the brewing industry compete? Because it has a 
planned arrangement. It has been so regulated by government, so 
crippled by government, it is totally inefficient by any standard. 
It has been the government's decision, mainly because of 
temperance rules and the love-hate relationship we have with 
liquor in this country, that has caused us to develop a bizarre 
idea of it. We love to collect money from it but governments 
across Canada like to moralize about it. They collect taxes and 
hobble the industry. So you have an industry which would suffer 
because of government, not because of its own entrepreneurship. 


We have heard from other industries, such as lumber, which 
are against free trade. They are in favour of free trade to 
protect the markets they have, but against it where imports might 
come in to unsettle areas where they figure they would not be 
competitive. We are getting a lot of this back and forth movement. 
In many ways it is like trying to nail down jelly in terms of what 
people want. 


The one’ thing I feel is “fairly “clear, andiwe wiFl have to 
see as we evolve down the road, is what the entrepreneurs we are 
seeing here feel. They are not only from the private sector, but 
also corporations like the Urban Transportation Development Corp. 
that we heard the other day. What a complex paper it presented. 
You might have seen it reported. It was reported quite extensively 
in the Toronto Star. 


They set out a very reasonable approach to this thing, not 
looking at it simply. They can see negotiating in order to deal 
with the complex series of restraints on their doing business in 
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the United States. They want to go ahead with discussions. They 
Say they can compete, but they want the government to negotiate a 
fair arrangement regarding procurement and various other matters. 


The thing that worries me is this pessimism about Canada's 
ability to deal internationally. I am not that pessimistic. I know 
we have a problem with branch plants, which is one of the things 
we would like to get to the bottom of. We have asked for some 
research on that. We want to talk to some of these groups and our 
research is going to be aimed at determining what their objectives 
are. In the sense that tariffs now between Canada and the United 
States are very modest, I am curious about what is keeping them 
here at all. 


American investors are investing in Canada now in spite of 
the fact that tariffs are dropping. I cannot figure out why we get 
50 per cent of the branch plants closing out. There is no 
indication at this stage why they close out, but we would like to 
find out more about it. At the same time, I am surprised that you 
are so pessimistic about the Canadian business community and the 
entrepreneurs being able to cope. 1 am not that pessimistic. . 


DrepRotste ing fbetymeoreply  bsdellyjwilinstssthatqny 
position is not that we will either roar in with a spectacular 
success or that we will collapse entirely. 


Second, I do not think the issue is resolved very far with 
the right emotional attitudes of optimism or pessimism. All I can 
do is give you some numbers. 


Compare the average years of managerial training and 
experience in the USt with the equivalent for a manager in Canada. 
It is higher in the United States. Compare the expenditures on 
research and development, either as a percentage of the gross 
national product or any other ratio you want in the US with that 
of Canada. It is higher in the United States. Compare the sales 
efforts and experience and the very complex problems of selling 
abroad in virtually any other country. It is more successful and 
it is higher. We just have not got with it. 


I am saying based on that not that we are going to go down 
the tube, but that it is going to be a much more substantial 
uphill battle. On the basis of the odds as they stand, 1 am 
reluctant to be optimistic. I am very cautious and appreciative of 
what kind of base we are operating from in this particular case, 
or the productivity numbers or some other numbers. In other words, 
start with the numbers rather than the feeling about the industry. 


There is reason to think that we start with a handicap, as 
they say in golf. That is the basis of my position on the thing. 
See what you have on your side and see what the other side has 
got, and then decide what the odds are. 


Mr. McFadden: That is what we are trying to do. We are 
going to be doing this from now until next spring. 


| Mr. Taylor: Man has the amazing capacity to adapt, and 
~it may be when we are behind the eight ball, you are going to see 
a lot of fast learners rather than slow learners. 
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Dr. Rotstein» ihethinkysossbuaactorsumtup felt wast ryane 
to make a point about the parameters of this debate, which are 
important. If we begin by saying that the parameters are whether 
we should have a free trade treaty and it will be clear sailing, 
or whether we should not have a free trade treaty in terms of 
clear sailing, to my mind, these are the wrong parameters and that 
is the wrong scenario. I suspect we are going to spend a lot of 
time on this. It will gradually dawn on us that, whatever we are 
getting out of: it, it will not look like what; we went into it for, 
which was the secure access. 


We are going to have to top up or supplement whatever kind 
of trade arrangement we have with serious industrial programs at 
home. My regret is that our energy, our activity and our 
puecccupa ton will be with this free trade arrangement which, at 

est, can only be a partial facsimile of what we hope to get. In 
the meantime, we are going to lose time and we are going to avoid 
tackling the problems that are here at home in our plants which 
have difficulties. It would be a pity if we did not get down to 
the source of the difficulties. 


Mr. Taylor: I have two final observations. One is that 
we are going to be preoccupied with the reaction to what is going 
on there now. You mentioned 300 US bills. That may be 
time-consuming, exhausting and expensive. The other is that while 
we are talking, we may not be fighting so much. 


Mr. Mackenzie: I have a last question. When you started, 
you dealt with our weakness in research and development, which has 
concerned a lot of people. Do you think that, or are you convinced 
that our branch-plant situation is responsible for a lot of that? 


Dr. Rotstein: It is a very important factor. It pays 
rationally to centralize R and D in head offices and, 
consequently, to levy a licence fee or some similar arrangement 
and sell it to the branch plant. That is a crucial factor in why 
we have done comparatively little R and D. 


Mr. Mackenzie: Evidence came out fairly clearly before 
the select committee on plant shutdowns and employee adjustment 
that not only was research and development not being done, but 
also in many cases the plants that were before us were not even 
allowed to attempt to export if they wanted to because of the 
arrangements they had. 


Mr. Cordiano: That is clearly what we are talking about. 
If these companies are not going to be exporting, they are not 
going to be developing or evolving the natural course in the life 
of any industry, or company within an industry, which is to seek 
new markets. 


Dr. Rotstein: Anybody who puts forward the idea that a 
branch plant will compete with its parent on the parent's home 
ground, having higher costs and lower production runs, and that 
the parent will allow it to do so, is living in another world. 


Mr. Cordiano: That is what we are trying to get at here. 
If these companies are not going to export, where are the gains 
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_ going to come from? Are they going to come exclusively from 
Canadian companies? 


Dr. Rotstein: That is what they are saying. There may be 
some point in the idea of a world-product mandate. There has been 
some progress there. A number of companies have been successful, 
| but it is a very small proportion of what is going on. 


Mr. Cordiano: Again, we are getting into murky waters. 
This whole discussion is nebulous. We have to have some figures. 
_We have to have something to base it on so we are better informed 
when we try to look at this. We are going back to square one. We 
are going around in circles. 


Mr. Tay hor: You will never know because you are trying 
LOepredtect the nucure. 


Mr. Cordiano: I think we should look at what is 
happening right now and try to-- 


Mr. Taylor: The waters will always be murky. There will 
_ be many rocks and shoals. 


Mr. Cordiano: I do not disagree with you, but before we 
proceed with negotiations, I think what should be happening now is 
discussion. Negotiating what? Do we know what we are negotiating? 
| Maybe the federal government does. 


Mr. Chairman: I think that is a very pertinent question 
on which to end. 


MreCOrdiano: 1 think so. 


Mr. Chairman: This ends all our public hearings until we 
begin drafting our interim report. It is obvious from the number 
and extent of the questions that the members of this committee 
were quite interested in your views, Dr. Rotstein. We are 
certainly going to be considering them as we draft our report. 
Thank you very much, sir. 


Dr. Rotstein: Thank you, Mr. Chairman. It was a 
privilege and a pleasure to be here. 


Mr. Chairman: To members of the committee, Mr. Arnott 
has given me a copy of the 1980 report of the standing committee 
on the administration of justice, which had hearings from 
September 2 through to October 1/7 of that year and took until 
December 18 to put together its draft report. With that-- 


Mr. Cordiano; 1 did notlquite get that 
Mr. Chairman: All I am saying is that our work may be 
just beginning. We will see you Monday morning at 10 a.m., so 


bring your tomatoes and ammunition and away we go. 


The committee adjourned at 5:05 p.m. 
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